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ECONOMIC  CONDITIONS  AND  THE  BIRTH-RATE 
AFTER  THE  WAR 


It  is  a  well-known  fact  that  a  war  of  any  great  intensity  or  dura- 
tion checks  both  the  marriage-rate  and  the  birth-rate,  and  that  after 
the  close  of  hostilities  and  the  demobilization  of  troops  comes  a  year 
or  two  of  recovery  and  sometimes  of  extreme  rebound  in  marriages 
and  births.  This  fact  has  been  evidenced  by  practically  every 
important  war  since  the  beginning  of  the  publication  of  reliable 
vital  statistics.  War  temporarily  checks  marriage  and  reproduc- 
tion,  war  kills  off  its  thousands  or  millions  of  men,  but  experience 
shows  that  in  the  past,  with  the  possible  exception  of  the  extremely 
destructive  Thirty  Years'  War,  these  ravages  in  the  population  have 
been  quickly  made  good. 

No  vital  statistics  are  as  yet  available  for  the  years  1914  and 
after,  and  there  will  probably  be  a  long  delay  before  the  warring 
countries  publish  their  registration  returns  for  the  war  years.  Con- 
siderations of  state  may,  indeed,  make  some  of  them  loath  to  pub- 
lish the  full,  true  returns  at  all.  The  enormous  losses  of  the  war 
will  of  course  produce  increases  in  death-rates  hitherto  imexampled 
even  in  war  time.  That  there  is  a  correspondingly  large  decrease 
in  marriages  and  births  cannot  be  doubted,  but  none  of  these  vital 
phenomena  as  influenced  by  the  present  war  are  yet  amenable  to 
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quantitative  analjrsis,  at  least  outside  the  strongly  censored  regis- 
tration bureaus  of  the  individual  countries.  Where  war  produces 
a  profoimd  depressive  effect  upon  marriage-  and  birth-rates,  the 
post-belliun  reaction  seems  usually  to  be  correspondingly  pro- 
noimced.  Will  the  reaction  after  the  present  war  be  in  proportion 
to  the  magnitude  and  destructiveness  of  the  imprecedented  con- 
flict? What,  indeed,  will  happen  to  the  birth-rate  after  the  war? 
Speculation  is  perhaps  idle,  and  prophecy,  however  guarded,  is 
likely  to  be  far  beside  the  mark;  yet  such  large  issues,  political  and 
economic,  hinge  upon  the  psychological  mood  of  the  people  after 
the  war  and  upon  economic  and  social  conditions  as  reflected  in  the 
will — or  blind  instinct — to  mate  and  multiply,  that  no  apology  is 
necessary  for  an  attempt  to  analyze  roughly  the  probabilities. 

We  may  first  set  forth  briefly  the  facts  as  to  the  influence  of  the 
chief  wars  during  the  past  fifty  or  sixty  years.  Remembering  that 
no  war  in  the  last  hundred  years,  with  the  possible  exception  of  the 
Napoleonic  wars,  the  influence  of  which  we  cannot  statistically 
analyze,  has  taxed  the  vital  and  economic  resources  of  the  warring 
countries  to  anything  like  the  point  of  exhaustion  to  which  the 
present  war  will  bring  Europe,  we  may  examine  the  probable  post- 
bellum  economic  and  psychological  conditions  in  their  influence  on 
marriage  and  births — on  the  rapidity  of  the  vital  recovery  of 
exhausted  peoples. 

Beginning  with  the  Crimean  War,  1854-55^  there  have  been 
eleven  wars  worth  noting  in  the  last  three-quarters  of  a  century. 
Following  the  Crimean  War  came  the  Austro-Italian  War  of  1859, 
the  aggression  of  Austria  and  Prussia  against  Denmark  in  1864,  the 
brief  and  decisive  war  which  Bismarck  engineered  against  Austria 
in  1866,  the  Franco-Prussian  War,  1870-71,  the  Russo-Tiurkish  War 
of  1877-78,  the  Boer  War,  1899-1902,  the  Russo-Japanese  War, 
1904-5,  the  Balkan  Wars,  the  first  one  lasting  from  October  to 
December,  191 2,  the  second  from  March  to  July,  1913,  and  finally 
in  America  our  own  Civil  War  and  the  Spanish-American  War. 
This  last,  however,  was  so  insignificant  in  proportion  to  the  resources 
of  the  United  States  that,  even  had  we  the  necessary  vital  statistics, 
no  appreciable  influence  would  probably  be  noted.  Data  are  lack- 
ing also  for  the  Russo-Tiurkish  War  of  1877-78. 
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The  Crimean  Wary  1854-55. — Of  the  powers  involved  in  the 
Crimean  War,  France  and  England  are  the  only  ones  for  which 
marriage  and  birth  data  are  available.  In  neither  country  was 
there  any  appreciable  or  certain  effect  on  marriage-  or  birth-rates, 
either  during  the  war  or  afterward.  The  relatively  small  nmnber 
of  men  engaged,  in  proportion  to  population,  the  short  duration  of 
the  conflict,  and  the  fact  that  it  was  fought  on  distant  shores 
explain  this  absence  of  disturbing  influence.  What  may  have  been 
the  effect  in  Russia  and  Turkey,  more  intimately  involved,  and  in 
Sardinia,  which  out  of  her  small  population  sent  one  army  corps, 
we  cannot  say. 

The  Austro-Italian  War,  185Q. — France,  Austria,  and  Sardinia 
were  the  combatants.  In  France  no  effect  was  apparent.  In 
Austria  the  marriage-rate  fell  from  17 .3  in  1858  to  14 .8  in  1859  and 
rebounded  immediately  to  17.5  in  i860.  The  Austrian  birth-rate 
fell  from  43 . 2  in  1859  to  40 . 6  in  i860,  but,  curiously  enough,  never 
recovered. 

The  Danish  War,  1864. — ^This  was  a  small  affair,  measured  from 
the  standpoint  of  the  aggressors,  Prussia  and  Austria,  but  not  from 
that  of  Denmark.  No  effect  is  apparent  in  the  German  or  Austrian 
statistics,  but  in  Denmark  the  marriage-rate  fell  from  15 .0  in  1863 
to  II  .3  in  1864,  rising  again  to  the  abnormal  figure  17 .8  the  year 
following.    The  influence  on  the  birth-rate  was  slight. 

The  Austro-Prussian  War,  1866. — ^Bavaria,  Saxony,  Nassau, 
Wiirttemberg,  Baden,  and  Hanover  all  fought  with  Austria  against 
Prussia,  but  data  are  at  hand  for  only  the  two  chief  contestants  and 
Bavaria  and  Saxony.  Marriage-  and  birth-rates  for  these  coimtries 
are  given  in  Table  I.  Taking  first  the  marriage-rates,  it  is  apparent 
that  in  Austria,  Prussia,  and  Saxony  the  war  produced  a  decided 
decline  and  that  the  dose  of  hostilities  brought  an  equally  decided 
reaction.'  In  Bavaria  the  effect  was  less  pronounced.  The  table 
of  birth-rates  shows  a  noteworthy  decline  in  Prussia  in  the  year 
a/iter  the  war,  where  it  would  naturally  come  after  so  brief  a  con- 
flict, and  a  progressive  though  very  moderate  decUne  in  Austria  in 
1866  and  1867.    The  Austrian  birth-rate  recovers  in  1869,  but  the 

*  The  decline  of  the  rates  m  Austria  in  1866  was  doubtless  partly  due  to  the 
cholera  epidemic  of  that  year. 
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Prussian  rate  does  not  reach  the  level  of  1865  until  after  the 
Franco-Prussian  War, 

TABLE  I 
Masioage-Ratbs* 


Austria 


Prussia 


Bavaria 


France 


i860 
1861 
1862 
1863 
1864 
1865 
1866 
1867 
1868 
1869 
1870 
1871 
1872 
1873 
1874 
1875 


17.5 
17. 1 
18.0 

17.3 
16.7 
x6.o 
X3.5 
X7.8 
18.S 
20.7 
19.4 
19.0 
18.4 

18.5 
17.9 
16.9 


16.8 

15.9 
16.8 

17.3 
17.2 
x8.x 
X5.5 

x8.6 
17.6 
17.8 
147 
X5.9 
20.7 
20.3 
19.4 
18. X 


13.8 
14.2 
15.0 
16.8 
16.7 
X7.X 
x6.8 
x8.x 
15.8 
U'7 
17.8 
x6.7 
ax. 4 
19.8 
18.4 
x8.o 


18.0 
16.7 
17.4 
17.8 
20.0 
x8.8 
X5.8 
X8.3 
19.6 
X9.2 
x6.7 
X6.9 
20.2 

2X.X 

20.2 
21.2 


15.8 

16.3 
16.2 
16.0 
IS.8 
15.7 
16.0 
15.7 
15.7 
X6.5 

X2.X 
X4.4 
X9.5 

17.7 

x6.6 
15.8 


*The  rates  for  Austria,  Prussia,  and  France  are  from  the  Reports  of  the  Registrar  General  of  Knglsnd 
and  Waks.    Those  for  Bavaria  and  Saiony  are  from  Caudelier,  Les  Lois  dela  population  m  Bdiitut, 


pp.  ai,  as. 


Birth-Rates* 


Austria 


Bavaria 


Saiony 


Fkance 


i860 
1861 
1862 
1863 
1864 
1865 
1866 
1867 
1868 
1869 
1870 
1871 
1872 
1873 
1874 
1875 


40 
40 
40 

39 
40 

39 
38 
37 

38 
40 
40 

39 
40 
40 
40 
40 


38.6 

37-5 
37.0 

39.3 
39.4 
39.  z 
39  a 
36.9 
36.8 
37.7 
38.x 
33.8 
39-8 
39-6 
40.2 
40.8 


35.6 
34-9 
35.5 
37.3 
38.4 
38.x 
38.4 
38.9 
39.1 
39.7 
41.5 
37.8 
41.4 
42.5 
42.7 
43.2 


42.6 
41.0 
41.5 
43.2 
42.5 
4^.8 

43.7 
40.7 
42.0 
43.4 
43. a 

39  4 
44.3 

45.3 
46.1 
45.7 


26 

26 

26 

26 

26 

26  _ 

26.4 

26.4 

25. 7 

as. 7 

25.5 

22.6 

26.8 

26.x 

26.2 

26.0 


*  The  rates  lor  Bavaria  and  Saxony  are  from  Canddier,  op,  dt,  pp.  24,  2$. 

The  Franc(hPrussian  War,  1870-71. — ^The  emphasized  rates  in 
the  tables,  for  the  war  years  and  the  years  immediately  preceding 
and  following,  reveal  the  powerful  disturbing  influence  of  the 
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greatest  of  modem  European  wars  prior  to  1914.  Taking  first 
again  the  marriage-rates,  we  find  that  the  Prussian  rate  declined 
from  17 . 8  in  1869  to  14. 7  in  1870 — a  fall  of  more  than  17  per  cent. 
The  Bavarian  rate  fell  from  the  exceedingly  abnormal  level  of  24. 7 
in  1869  to  17.8  in  1870  and  16.7  in  1871;  the  Saxon  rate,  from 
19.2  xa  16.7;  and  the  French,  from  16.5  to  12. i — a  decline  of 
nearly  27  per  cent.  Thus  the  coimtry  which  was  hit  the  hardest 
by  the  war  reflects  that  fact  in  its  vital  statistics.  The  recovery 
in  the  marriage-rate  was  immediate  (1872)  and  complete  in  all  the 
countries  for  which  we  have  data.  In  fact,  the  dose  of  the  war 
seems  to  have  marked  the  begiiming  of  a  prolonged  period  of  high 
marriage-rates  in  the  German  countries. 

Turning  to  the  birth-rate,  we  find  an  equally  noteworthy 
decline,  coming,  not  in  1870,  but,  as  we  should  expect  (the  war 
being  short),  in  187 1.  Prolific  Prussia  naturally  suffers  a  greater 
dedine  (from  38.1  to  33.8)  than  more  prudent  France  (25.5  to 
22.6).  The  post-bellum  reboimd  is  pronoimced  in  all  the  warring 
countries,  and,  like  that  in  the  marriage-rate,  is  of  some  duration  in 
the  German  countries.  The  Prussian  birth-rate  did  not  again  fall 
to  the  level  of  1869  until  1880. 

The  Boer  WoTy  October,  i8gg,  to  May,  igo2. — English  marriage- 
and  birth-rate  statistics  reflect  no  influence  of  this  war.*  It  was  a 
difficult  struggle  for  England  to  bring  to  a  close,  but  mainly  because 
of  its  distance  from  England!  It  did  not  draw  into  the  army  a 
relatively  large  proportion  of  the  male  population. 

The  Russo-Japanese  War,  1904^5. — ^Tuming  now  to  the  Russo- 
Japanese  War,  which  lasted  from  February,  1904,  to  August, 
1905,  we  have  Table  II,  showing  again  the  familiar  decline  and 
recovery  in  marriages  and  births.  In  Russia  the  reboimd  of  both 
the  marriage-rate  and  the  birth-rate  was  immediate  and  extreme. 
In  Japan  neither  showed  improvement  imtil  1907. 

The  Balkan  Wars,  1912-13. — In  the  first  Balkan  War,  which 
lasted  from  October  to  December,  191 2,  were  involved  Bulgaria, 
Servia,  Greece,  Montenegro,  and  Turkey;  in  the  second  war,  from 

'Yet  Havelock  Ellis  sa3rs:  "At  the  present  time  English  schools  are  sending  out 
an  unusually  small  number  of  pupils  into  life,  and  this  is  directly  due  to  the  South 
African  war  fifteen  years  ago"  (Essays  in  War-Time  [191 7],  p.  29). 
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March  to  July,  1913,  Bulgaria,  Servia,  Greece,  Turkey,  and 
Roumania.  There  are  no  Turkish  vital  statistics,  and  recent  data 
are  lacking  for  the  other  countries  except  Roumania  and  Servia,  and 
for  these  the  data  are  not  recent  enough  to  show  the  post-bellum 
recovery. 

TABLE  n 


Russia 

Japan 

Marriage-Rftte 

Birtb-Rftte 

Mtfriage-Rftte 

Birtb-RAte 

1000 

17.6 
17.2 
17.2 
X7.8 
15.2 
15.6 
19. a 
17.6 

^H 
IS. 8 

49.4 
47.9 
49.1 
48.1 
48.5 
44.8 
46.8 
46.6 

44.3 
44.0 

15.4 
16.6 
17. 1 
159 
X6.9 
14.7 
14. 6 
177 
18.7 
17.6 

317 
32.7 
32.9 
32.0 
30.6 
30.6 
28.9 
33.0 

33.9 
34.2 

lOOI 

1002 

100^ 

lood 

1905 

1006 

1007 

1008 

1000 

Roumania  was  not  in  the  first  war,  so  the  drop  in  the  marriage- 
rate  from  21 .0  to  17.3  in  1912  must  be  attributed  to  other  causes — 
possibly  to  mobilization  of  troops.  In  Servia  the  effect  of  war  on 
the  marriage-rate  is  most  extreme — ^if  the  figures  are  to  be  trusted. 
Available  data  do  not  come  down  far  enough  to  date  to  reveal  the 
effect  on  the  birth-rate. 

TABLE  ra 


ROOKAMIA 

Servia 

Mtfriiige-RAte 

Birth-Rate 

MAriu«e-RAte 

Birth-R«te 

X008 

18.2 
18.4 
18.5 
21.0 

173 
18.4 

40.3 
41. 1 
39  2 
4a. 3 
43-4 
42.1 

18.4 
18.7 
20.5 
20.6 

8.8 

36.8 
36.5 
38.5 
36.2 
38.0 

1000 

lOIO 

lOII 

I0I2 

loia 

The  foregoing  rapid  survey  of  the  European  wars  of  the  past 
sixty-five  years  and  of  the  Russo-Japanese  War  shows  that  the 
decline  of  the  marriage-rate  in  war  time  and  its  recovery  when 
hostilities  cease  are  practically  tmiversal  phenomena.    This  ebb 
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and  flow  fails  to  materialize  only  when  the  struggle  is  brief  and 
insignificant  in  comparison  to  population.  It  is  dear  also  that 
similar  movements  take  place  in  the  birth-rate^  although  with  not 
the  same  promptitude  or  quite  the  same  certainty/  In  general, 
naturally,  the  larger  and  longer  the  war  the  more  effect  is  produced 
upon  the  birth-rate. 

It  is  not  possible  to  trace  with  any  accuracy  or  much  certainty 
the  influence  of  the  American  Civil  War,  although  the  experience 
of  Europe  shows  what  that  influence  must  have  been.  The  regis- 
tration statistics  of  Massachusetts,  however,  give  direct  indication 
of  the  influence  on  birth-rates  and  marriage-rates,  as  Table  IV 
shows.* 

TABLE  IV 


i860. 
I86I. 
1863. 
1863. 
1864. 
1865. 
1866. 
1867. 


Marriage-Rate 


20.15 
17.72 
17.68 
17.36 
19.87 
20.60 
22.15 


Birtb-Rate 


29.28 
28.63 
25.92 
24.20 
24.17 
23.87 
26.16 
26.17 


The  writer  has  made  an  attempt  to  trace  the  influence  of  the 
Civil  War  on  the  proportion  of  children  to  women  of  child-bearing 
age,  but  without  much  success.  The  proportion  of  white  children 
imder  ten  years  of  age  to  total  white  population  was  only  0.2  per 
cent  less  in  i860  than  in  1850,  while  it  was  2.0  per  cent  less  in  1870 
than  in  i860,  and  again  only  o .  5  per  cent  less  in  1880  than  in  1870.^ 
This  might  be  taken  as  certain  indication  that  the  decline  in  the 
proportion  of  children — a  decline  which,  as  Willcox  has  shown, 
began  early  in  the  century — ^was  accelerated  by  the  Civil  War,  were 
it  not  for  the  fact  that  equal  or  greater  decline  was  registered  in 
1850  and  1890.    The  proportion  of  children  \mderfive  years  of  age 

>  It  is  probable,  however,  that  birth-rates  by  months  would  reveal  the  disturbing 
influence  of  war  even  where  the  annual  rates  do  not. 

*  Bafly,  Modem  Social  Conditions,  pp.  107,  141. 

'  US.  Census  BuUeiin  No,  22, 1905,  "Proportion  of  Children  in  the  United  States," 
p.  17;  also  Twelfth  Census,  "Supplementary  Analysis,"  p.  417. 
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in  1870  can  throw  only  indirect  light  on  the  problem  because  most 
of  them  were  bom  after  the  war  was  over.  Nevertheless,  in  the 
South  particularly  we  might  expect  the  decline  in  the  proportion 
of  children  under  five  years  of  age  between  i860  and  1870  to  be 
especially  marked,  because  the  total  exhaustion  of  the  South  and 
the  continued  unsettling  influence  of  Reconstruction  would  prevent 
the  normal  immediate  recovery  in  marriages  and  births  seen  in 
Europe,  for  example,  after  the  Franco-Prussian  War.  Table  V 
shows  the  percentage  of  decline  in  the  proportion  of  children  under 
five  years  of  age  in  the  South  for  all  decades,  for  purposes  of  com* 
parison,  from  1840  to  1900.  The  decrease  in  1870  is  large,  but  not 
so  great  as  in  1850,  and  not  appreciably  greater  than  in  1890.  The 
data  are  therefore  inadequate  to  demonstrate  the  effect  of  the  war 
in  decreasing  birth-rates. 

TABLE  V 

Percentage  Increase  (+)  or  Decrease  (— )  in  the  Proportion  of  White 

Children  under  Five  Years  of  Age  to  White  Females  Fifteen 

TO  Forty-nine  Years  of  Age,  1840-1900 


IQOO 

i8go 

1880 

1870 

z86o 

Z850 

Z840 

Northern  South  Atlantic. . . . 
Southern  South  Atlantic. . . . 

Eastern  South  Central 

Western  South  Central 

+2 
+  1 
-9 
—  2 

2 

.7 
.0 

•9 

-14.3 

-12.7 

+  3.0 
+16. S 
+  5.1 
+16.7 

-  8.2 
-14.2 
-11.8 
-15.1 

+I.1 
-4.2 

-4.7 
-2.6 

-14.8 
-19.1 

—  2I.O 

-i8.8 

-i-S 
-2.4 
-6.0 
-2.S 

TABLE  VI 

P«rcenta«e 
IncffMioSo 

Pecceotafe 

Virginia* 

9-9 
17.3 
21.7 
ISO 

9.6 
14.7 

17-8 

North  Carolina 
South  Carolina 
Georgia 

II. 8 
"•3 

ll'.t 

lO.O 

14.9 

2T  .0 

Florida 

T/>uisiana 

Arkansas 

Texas 

•  Change  between  z86o  snd  1870  is  not  indicated  becatue  in  the 
meantime  West  Viiginia  had  been  set  off  from  Vixsinia. 

A  comparison  of  1880  with  1870,  however,  shows  that  the  normal 
decline  in  the  proportion  of  children  is  turned  into  a  positive  and 
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significant  advance.  The  figures  for  1880  reveal  the  South  in  pro- 
nounced, though  belated,  recovery  from  the  vital  ravages  of  war 
and  Reconstruction.  Nowhere  else  in  the  country  is  there  increase 
in  the  proportion  of  children  in  this  decade  except  in  the  new  states, 
Idaho,  Wyoming,  and  Arizona.  The  corresponding  data  for  indi- 
vidual southern  states  are  even  more  indicative  of  the  process  of 
recovery.  That  there  was  an  extraordinarily  high  reproductive 
rate  in  the  South  after  Reconstruction,  between  1875  and  1880, 
cannot  be  doubted. 

n 

The  causes  of  post-bellimi  increases  in  marriages  and  births  are 
for  the  most  part  self-evident.  War  breaks  up  existing  family 
relations,  but,  where  death  has  not  intervened,  its  termination 
restores  them.  Moreover,  many  marriages  of  men  who  have  gone 
into  the  battle  line  and  lived  to  tell  the  tale  have  been  prevented 
or  postponed  by  war,  and  at  its  close  are  consiunmated,  so  that 
marriage  ceremonies  which  woidd  have  been  spread  over  several 
years  are  crowded  into  a  few  months.  Doubtless  the  joy  of  reunion 
contributes  to  this,  as  does  also  the  fact  that  many  widows  are  left 
economically  destitute  and  are  ready  to  marry  almost  any  kind  of 
man  for  the  sake  of  a  home.  More  subtly,  it  may  also  be  that  the 
reaction  of  peace  times  after  the  anarchy  of  war,  the  joy  of  return 
to  dvic  pursuits  and  upbuilding  home  life,  may  create  in  a  whole 
people,  even  in  defeat,  a  will  to  live  which  results  in  a  period  of 
supernormal  propagation. 

So  stupendous  is  the  present  conflict,  however,  so  unprecedented, 
and  so  stimulative  to  the  imagination,  that  we  may  well  look  for- 
ward to  the  breaking  of  precedents  after  it  is  over.  Will  the  people 
return  to  the  positive,  constructive  pursuits  of  life  and  to  niarriage 
and  renewed  multiplication,  or  will  the  catastrophe  have  been  such 
a  shock  that  the  mechanism  of  the  life  of  the  masses  will  no  longer 
work  in  the  old  ways?  Will  the  women  of  Europe  continue  to 
breed  food  for  nationalistic  ambition,  or  will  they  institute  some- 
thing akin  to  a  birth  strike,  such  as  the  socialists  of  Germany  some 
y^rs  ago  tentatively  suggested  ?  It  is  possible  that  the  psycho- 
logical effect  of  the  years  of  mass-murder  may  be  stolid  stagnation. 
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and  that  the  people  will  return  to  the  old  unreasoning  habits  and 
passions.  It  may  be,  on  the  other  hand,  that  the  shock  will  have 
awakened  the  people  to  a  thoughtfulness  and  self-restraint  which 
will  lead  them  at  once  to  a  conscious  limitation  of  the  birth-rate. 
A  young  American  student  who  spent  eighteen  months  in  relief 
work  between  the  German  lines  recently  came  back  to  his  classes — 
"to  acquire  a  new  stock  of  illusions,"  as  he  put  it.  Will  the  war- 
sickened  masses  of  Europe  go  back  to  the  old  illusions  ?  There  is 
no  particular  reason,  in  spite  of  the  revolution,  for  supposing  that 
the  Russians  will  not — that  the  Russian  birth-rate,  always  bar- 
barously high,  will  not  rebound  to  nearly  its  old  level.  But  in  the 
Western  nations  the  outcome  is  problematical;  there  it  will  depend 
upon  both  economic  and  psychological  factors.  Economic  con- 
ditions will  probably  still  play  the  leading  r61e.  It  is  a  demon- 
strated fact  that  both  the  marriage-rate  and  the  birth-rate  rise  in 
periods  of  prosperity  and  fall  during  hard  times,  but  after  this 
war— unprecedented  as  its  shock  has  been  and  must  be — ^the 
psychological  condition  of  the  people  will  be  a  factor  scarcely  sec- 
ondary to  economic  forces. 

Leaving  out  of  account,  for  the  moment,  the  psychic  temper  of 
the  people,  the  level  of  marriage-rates  and  birth-rates  after  the 
war  will  depend  primarily  upon  economic  conditions,  and  specifi- 
cally upon  the  demand  for  labor  and  the  level  of  net  wages — ^that 
is,  what  is  left  to  the  laboring-class  family  after  the  tax-gatherer 
has  had  his  due.  The  economic  lot  of  the  masses  in  any  country 
depends  fundamentally  upon  the  demand  for  labor.  With  a  strong 
demand  for  labor,  wages  are  high,  unemployment  at  a  minimum, 
and  the  strength,  vitality,  and  hopefulness  of  the  people  at  a  maxi- 
mum. Conversely,  with  a  weak  demand  for  labor,  wages  are  low, 
unemployment  prevalent,  and  the  state  of  mind  of  the  masses  one 
either  of  dissatisfied  imrest  or  of  sodden  inertia. 

Demand  for  labor  comes  ultimately  from  desire  for  consumable 
commodities  and  services,  but  desire  alone  does  not  constitute 
effective  demand.  There  must  be  ability  to  pay.  It  is  certain  that 
both  in  Europe  and  in  other  countries  there  will  be  an  inmiense 
need — z,  strong  desire — ^for  consumable  and  capital  goods  of  all 
sorts,  goods  which  Europe  has  habitually  produced  and  can  pro- 
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duce  again  as  soon  as  normal  conditions  can  be  approached. 
Foreign  countries,  especially  the  United  States,  will  have  the 
ability  to  pay  for  European  products;  but  in  Europe  itself  a  pro- 
longed period  of  recovery  will  have  to  be  gone  through  before  any- 
thing like  the  buying  power  of  ante-bellum  years  is  again  attained. 
One  fact  is  certain:  that  industry,  and  demand  for  industrial  labor, 
cannot  be  built  up  without  a  market — that  is,  without  an  effective 
demand  for  goods,  and,  in  the  last  analysis,  for  consumers'  goods. 
In  so  far  as  Europe  can  depend  upon  foreign  demand,  industrial 
rehabilitation  will  be  relatively  easy;  and  the  importance  of  foreign 
markets  to  this  end  will  undoubtedly  cause  European  manufacturers 
to  be  keener  competitors  than  ever  before;  but  just  to  the  extent 
that  Europe  has  to  depend  on  home  markets  will  the  task  of 
rehabilitation  be  slow,  difficult,  and  dangerous. 

In  the  first  place,  the  prices  of  all  consumers'  goods  will  be  high 
for  a  considerable  period — ^at  least  a  year  or  two — after  the  war. 
Family  incomes  will  be  low,  and  taxes  burdensome  beyond  imagina- 
tion. The  masses  will  perforce  have  to  continue  much  the  same 
retrenchment  in  expenditure  that  they  have  been  compelled  to 
make  during  the  war.  There  may  be,  as  indicated  below,  an 
increased  demand  for  luxuries  and  for  domestic  and  personal  serv- 
ice, but  for  the  great  bulk  of  staple  commodities,  consumed  by  the 
working  and  middle  classes,  demand  will  be  much  curtailed,  simply 
because  the  masses  will  not  have  the  necessary  net  income  to  pur- 
chase goods  as  they  did  before  the  war.  The  most  difficult  step 
out  of  poverty  is  the  first  one — the  securing  of  an  initial  purchasing 
power  and  effective  demand  for  commodities  on  the  part  of  the 
people.  Given  that,  entrepreneurs  will  find  a  way  to  secure  capital 
and  to  hire  labor.  Demand  for  commodities  is  a  demand  for  labor, 
directly  and  indirectly,  John  Stuart  Mill  to  the  contrary;  but  an 
industry  of  sufficient  extent  and  variety  to  furnish  employment  to 
a  large  population  cannot  be  based  upon  a  demand  for  luxuries 
alone.  There  is  at  least  that  much  truth  in  the  socialist  contention 
that  industrial  depression,  is  due  to  underconsimiption. 

There  can  be  no  doubt  that  in  all  the  great  countries  now  at  war 
a  few  individuals  are,  during  the  war,  reaping  enormous  profits, 
despite  the  heavy  general  taxes  and  the  special  taxes  on  the  profits 
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of  munitions  manufacture.  The  great  mass  of  the  people,  however, 
cannot  escape  impoverishment.  While  their  property  may  not  be 
destroyed  and  while  business  may  be  only  for  the  time  being 
impaired,  the  appalling  burden  of  taxes,  the  proceeds  of  which  must 
largely  go  to  pay  interest  on  war  debts,  will  fall  upon  all.  The  dis- 
tribution of  ownership  of  the  war  bonds  will  prove  an  important 
influence  in  the  distribution  of  net  income — ^for  whoever  gets  the 
proceeds  of  the  taxes  which  are  levied  to  pay  interest  on  war  debt 
will  have  funds  to  spend,  either  for  immediate-consumption  goods 
and  services  or  for  investment  in  capital  goods.  We  are  not  in 
position  to  know  how  widely  the  bonds  have  been  purchased  by 
persons  of  comparatively  small  means  and  how  much  their  owner- 
ship will  prove  to  be  concentrated  in  the  hands  of  the  wealthy. 
K  ownership  is  centralized,  as  it  will  probably  prove  to  be,  interest 
on  war  debt  will  go,  to  considerable  extent,  to  increase  expenditure 
for  luxuries.  There  will  be  a  greatly  increased  demand,  not  only 
for  material  luxuries,  but  for  service;  we  may  look  for  increased 
ostentation  and  for  the  entrance  of  many  people,  both  men  and 
women,  hitherto  of  the  mechanics  and  artisan  class,  into  the  ranks 
of  the  servant  class. 

It  is  possible,  perhaps  even  probable,  however,  that  the  temper 
of  the  times  will  not  be  favorable  to  ostentatious  luxury — that 
neither  governments  nor  masses  will  "stand  for  it"  and  that  some 
way  will  be  found  to  compel  the  wealthy  recipients  of  interest  upon 
war  debt  to  invest  a  large  part  of  their  income  in  industrial  enter- 
prises. This  they  may  be  inclined  to  do,  even  without  pressure, 
for  the  interest  rate  will  inevitably  be  high  and  attractive.  More- 
over, the  greater  the  concentration  of  wealth  the  more  the  surplus 
over  what  is  necessary  to  satisfy  present  wants — even  luxurious 
wants — and  the  greater  probability,  therefore,  of  saving  and  invest- 
ment. From  this  point  of  view  industrial  recovery  would  be  more 
rapid  under  a  centralization  of  wealth,  however  detrimental  socially 
such  concentration  might  be,  than  it  would  be  where  wealth  is 
widely  dispersed  and  income  consequently  not  so  much  above 
immediate  needs.  But,  on  the  other  hand,  concentration  of  income 
robs  the  people  at  large  of  purchasing  power  and  thus  removes  the 
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fundamental  motive  to  business  enterprise — the  discernment,  on 
the  part  of  the  business  men,  of  a  market  for  their  finished  products. 

Turning  to  foreign  demand  for  consumers'  goods,  we  find  it  on 
a  surer  footing.  The  world  outside  of  Europe,  especially  the  United 
States,  will  have  enormous  buying  power  and,  in  the  absence  of 
high-tariff  barriers,  will  be  a  good  place  in  which  to  sell.  The  flow 
of  gold  to  us  during  the  war  and  the  indebtedness  of  the  Allies 
to  us  will  make  this  a  country  of  continued  high  prices.  The 
foreign  demand  for  German  manufactures  will  reach  impressive 
dimensions,  and  the  foreign  call  for  French  silks,  cottons,  wines, 
and  novelties  will  be  greater  than  ever.  The  rich  peoples  of  the 
earth  will  be  good  customers  of  those  who  now  are  buying  of  us  at 
the  desperate  prices  of  war  time.  So  far  as  this  foreign  demand  is 
concerned,  the  two  questions  are  whether  the  nations  now  at  war 
can  recover  their  capital  equipment  and  financial  organization 
quickly  enough  to  take  advantage  of  it  before  they  go  through  a 
long  period  of  depression,  and  whether  foreign  nations  will  erect 
tariff  walls  to  "protect"  themselves  from  cheap  goods. 

As  to  the  demand  for  consumers'  goods,  then,  no  very  definite 
conclusion  can  be  drawn,  but  the  most  promising  and  effective 
initial  demand  will,  in  the  absence  of  specially  high  tariffs,  im- 
doubtedly  come  from  the  nations  not  exhausted  by  the  war.  The 
extent  and  intensity  of  internal  demand  will  be  enormously  reduced 
in  any  case,  and  still  more  so  if  concentrated  ownership  of  war  bonds 
robs  the  people  of  purchasing  power  through  high  taxes,  the  pro- 
ceeds of  which  go  chiefly  to  the  rich,  who  will  spend  them  either  in 
futile  luxuries  or  in  investment  which,  in  the  face  of  lack  of  pur- 
chasing power  on  the  part  of  the  masses,  can  only  gradually  rehabili- 
tate industry. 

Assuming,  however,  that  consumers'  demand  will  be  effective 
as  an  immediate  spur  to  industrial  enterprise,  can  Europe  get  the 
necessary  money  or  credit  with  which  to  rehabilitate  her  industries 
at  once  ? 

In  the  first  place,  let  us  ask,  how  great  will  be  the  need  of  new 
money  capital  and  new  capital  equipment  ?  How  great  is  the  loss 
from  actual  destruction  of  productive  wealth  in  Europe?    The 
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amount  of  such  destruction  is  enormous  and  it  is  an  important  con- 
sideration, but,  incalculable  as  such  destruction  is,  and  will  be,  upon 
the  various  battie  areas,  it  would  be  easy  to  overestimate  it.  Ger- 
many, thus  far,  has  suffered  practically  no  loss  of  this  kind,  nor 
have  Italy  and  England  except  for  the  destruction  to  shipping. 
The  Russian  invasion  of  East  Prussia  touched  only  an  agricultural 
region.  Russia's  sacrifice  has  been  far  more  in  area  of  territory 
than  in  importance  of  the  industrial  centers  destroyed  or  lost. 
Neither  Servia  nor  Romnania  was  a  manufacturing  nation  of 
importance.  The  German  drives  have  occasioned  vast  suffering 
and  destruction  of  life  and  wealth,  but  probably  the  loss  of  a  com- 
paratively small  amount  of  industrial  capital.  Only  in  Belgiimi 
and  France  is  the  destruction  of  industrial  wealth  and  the  disloca- 
tion of  industry  upon  a  scale  to  produce  disquietude  concerning 
recuperative  capacity.  The  destruction  of  a  few  hundred  chiteaux 
is  economically  an  xmimportant  matter.  It  is  the  destruction  of 
real  capital  that  counts,  and  the  extent  of  such  destruction  depends 
upon  the  breadth  of  the  area  of  actual  fighting,  the  intensity  and  , 
concentration  of  shell  fire  in  dense  industrial  communities,  the 
duration  of  the  war,  and  the  character  of  the  struggle  from  now  on. 
Should  the  evenly  balanced  forces  result  in  a  virtual  stalemate,  until 
one  side  or  the  other  is  worn  out  and  asks  for  peace,  the  additional 
destruction  of  capital  incident  to  the  actual  fighting  will  not  be 
great;  but  if  the  months  to  come  are  to  witness  in  France  or  in 
Germany  great  drives  over  wide  areas,  and  if  the  submarine  block- 
ade is  as  destructively  effective  as  the  Germans  assert  that  it  is, 
then  the  destruction  of  industrial  equipment  cannot  fail  to  be 
appalling. 

Actual  destruction  of  industrial  plants  is  not  the  only  loss 
occasioned  by  war.  Countiess  factories  have  been  adapted,  at 
greater  or  less  cost,  to  the  manufactiure  of  mimitions.  These 
plants  can  probably  be  readapted  to  the  pursuits  of  peace,  how- 
ever, without  comparatively  great  cost.  Such  is  the  adaptability 
of  modem  industrial  technique.  Nevertheless,  the  cost  of  the 
changes  must  in  the  aggregate  be  enormous.  Doubtiess  many 
factories  constructed  especially  for  the  manufactiure  of  mimitions, 
e.g.,  explosives,  may  be  practically  a  dead  loss  in  times  of  peace. 
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How  great  will  be  this  industrial  loss  attendant  upon  the  adapta- 
tion and  readaptation  of  plants  to  the  exigencies  of  the  moment 
cannot  be  stated,  but  it  must  be  added  to  the  loss  from  actual 
destruction.  In  any  case  the  total  loss  through  destruction  and 
through  adaptation  to  munition  manufacture  will  prove  great 
enough  to  put  an  extremely  serious  strain  upon  investment  fimds 
already  depleted  by  the  demands  of  war. 

Turning  to  the  supply  side  of  capital,  where  will  investment 
funds  be  found?  Germany  may  prove  to  be  at  considerable 
advantage  in  that  she  has  financed  her  own  war  and  kept  her  supply 
of  gold  at  home,  but  if,  as  seems  to  be  the  case,  she  has  done  so  by 
pyramiding  credit,  her  house  of  cards  may  bring  on  a  financial  panic 
and  a  period  of  acute  depression  which  will  have  a  prolonged  and 
disastrous  effect  upon  her  industries  and  upon  the  lot  of  her  laboring 
population.  In  the  case  of  the  Allies  the  millions  of  specie  exported 
and  the  immense  interest  charges  to  be  met  abroad  will  leave  the 
people,  rich  as  well  as  poor,  with  comparatively  small  funds  for 
industrial  investment. 

In  general,  then,  capital  fimds  after  the  war  will  have  to  be 
obtained  (a)  from  interest  proceeds  of  war  debt  floated  at  home, 
(ft)  from  those  persons  who  have  accumulated  wealth  during  the 
war  and  have  not  invested  surplus  income  in  war  bonds,  {c)  from 
foreign  investors.  The  first  source,  as  we  have  seen,  will  depend 
upon  the  distribution  of  the  war  bonds  and  the  temper  of  their 
owners.  The  second  does  not  seem  particularly  promising,  though 
many  fortunes  have  thus  been  made.  The  last  source  will  probably 
not  be  available  for  a  considerable  time  after  peace  is  concluded, 
at  least  not  until  financial  conditions  become  stable  enough  for  the 
high  interest  rate  to  prove  an  irresistible  attraction  to  foreign 
investors.  On  the  whole,  the  outlook  for  a  plentiful  supply  of  funds 
for  the  immediate  building  up  of  new  productive  plants  does  not 
look  bright,  although  it  is  quite  possible  that  it  will  prove  equal 
to  a  sluggish  demand. 

The  reasonable  general  conclusion  with  regard  to  the  demand 
and  supply  of  capital  seems  to  be  that  neither  will  show  great 
strength.  The  process  of  upbuilding  industry  to  normal  conditions 
will  be  slow  and  will  not  result  in  that  sudden  rebound  in  energy 
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which  normally  takes  place  after  war.    G)nsequeiitly  demand  for  but 

labor  at  a  time  when  demand  is  most  essential  to  economic  and  bf 

social  health  will  not  be  vigorous.  arri 

Should  supply  of  labor  remain  constant,  the  decreased  demand  o(t 

would  involve  a  condition  in  which  the  working  classes  would  have  the 

to  undergo  a  long  period  of  depression — ^low  wages,  unemployment,  sar 

and  lack  of  medical  and  hygienic  care  which  go  with  insufficient     .        bal 
family  incomes.    These  are  the  conditions  imder  which,  experience  tal 

shows,  marriage-  and  birth-rates  tend  to  decline,  and  we  should  in  •  (co 

that  case  be  led  not  to  expect  the  normal  post-bellimi  vital  recovery.  pa 

The  one  condition,  apparently,  that  can  save  the  laboring  of 

classes  from  acute  suffering  is  the  fact  that  millions  of  workers  will 
be  resting  beneath  the  earth.    While,  on  the  one  hand,  demand  for  ch 

consxmiers'  goods  will  be  relatively  low,  capital  hard  to  get,  and  th 

consequently  the  total  demand  for  labor  relatively  low,  the  supply  ^ 

of  labor,  on  the  other  hand,  will  also  be  different  from  what  it  was  ^ 

before  the  war.    Just  how  it  will  differ  in  amount  is  not  easily  said.  q 

Millions  of  men  will  have  been  killed,  and  other  millions,  wholly  ^ 

or  partly  incapacitated,  will  be  a  burden  upon  those  who  are  able 
to  work.  The  problematical  element  in  the  labor  supply  will  be  the 
women.  Temporarily,  at  least,  the  war  has  recovered  the  industrial 
capacity  of  women.  Whether  to  social  advantage  or  not,  in  the  long 
run,  women  have  shown  that  they  can  do  "men's  work"  and  do  it 
well.  Will  they  go  docilely  back  to  domesticity  and  dependence  ? 
Vast  nimibers  will,  where  the  home  is  not  broken  up,  and  where 
their  wages  are  not  absolutely  necessary  for  family  subsistence. 
Many  will  not,  however,  because  there  will  be  no  home  to  go  to; 
and  still  others,  having  once  tasted  the  sweet  wine  of  economic  free- 
dom, will  refuse  to  go  back  to  the  old  mode  of  living.  It  is  just 
possible  that  government  will  bring  pressure  to  bear  to  get  them 
out  of  the  factories  and  put  men  in  their  places,  and  it  is  not 
unlikely  that  public — that  is  male — sentiment  everywhere  will 
raise  a  hue  and  cry  for  the  women  to  give  back  to  the  war-worn 
defenders  of  their  country  the  jobs  that  were  formerly  theirs.  But, 
in  the  aggregate,  there  will  be  a  large  addition  to  the  supply  of  wage- 
workers — ^not  only  because  many  women  will  have  nothing  else  to 
do,  and  because  many  will  want  to  remain  in  the  factories  anyhow, 
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but  because  they  will  all,  in  the  absence  of  legal  limitation^  work  for 
lower  wages  than  men.  Here  again  it  is  not  at  present  possible  to 
arrive  at  any  estimate  of  the  labor  supply  after  the  war.  The  value 
of  the  variables  is  unknown.  One  can  only  hazard  the  opinion  that 
the  larger  entrance  of  women  into  industry  and  the  economic  pres- 
sure, on  all  who  can,  to  earn  an  income  will  do  much  to  counter- 
balance the  loss  of  men  by  the  wastage  of  war,  especially  when  we 
take  into  account  the  probable  decrease  in  the  demand  for  labor 
(compared  to  war  and  pre-war  times)  due  to  lack  of  purchasing 
power  and  difficulty  of  securing  capital  funds  for  the  rehabilitation 
of  industrial  plants. 
I  So  far  as  we  are  warranted  in  drawing  even  any  tentative  con- 

I  elusions  as  to  economic  conditions  immediately  after  the  war,  it 

I  thus  seems  that  demand  for  labor  will  be  slack,  competition  for 

work  keen,  unemployment  general,  prices  of  necessities  high,  and 
wages  low.    For  years  the  condition  of  the  masses  will  be  one  of 
I  extreme  poverty.    In  so  far  as  the  marriage-  and  birth-rates  are 

!  correlated  with  economic  conditions,  there  is  little  to  cause  ejqpec- 

tation  that  the  normal  rebound  in  marriages  and  births  will  occur. 
Turning  to  the  psychological  factor,  will  the  people  be  so 
depressed  that  they  will  take  no  heart  in  rehabilitation  ?  Or  will 
the  soldiers  return  to  industrial  and  dvil  pursuits  in  the  temper  of 
the  young  German  officer  who  said  to  an  American  friend,  "There 
will  be  more  room  and  more  opportunity  for  the  survivors  after 
this  war.  War  is  once  in  awhile  necessary  to  thin  out  the  popu- 
lation!" The  example  of  the  French  after  the  humiliating  residt 
of  1870  suggests  that  a  nation  may  recover  with  astonishing  vigor 
and  rapidity  even  in  dire  defeat.  But  the  losses  of  the  Franco- 
Prussian  War  were  small  compared  to  those  of  the  present.  More- 
over, the  agony  was  not  long  drawn  out.  Can  we  draw  any 
inference  from  our  Civil  War  ?  The  South  was  backward  and  easy- 
going. It  was  a  purely  agricultural  coimtry.  Slavery  was  a 
factor  of  prime  import.  Reconstruction  was  in  some  ways  as 
depressing  as  war.  There  is  consequently  scarcely  a  parallel  with 
the  situation  in  France  in  1872.  The  South,  returning  with  resig- 
nation to  what  little  was  left  after  war  and  Reconstruction,  settled 
down  to  stagnation  for  a  quarter  of  a  century.    While  there  was 
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ultimately  a  strong  recovery  in  the  birth-rate  in  the  South,  we  have 
seen  reason  to  believe  that  it  was  delayed  some  years  after  the  dose 
of  the  war.  A  new  generation,  in  fact,  had  to  grow  up — and  even 
a  third  generation — and  capital  venture  in  from  the  North  before 
the  Soutii  began  to  have  any  great  economic  momentum.  Servia, 
Roumania,  Turkey,  and  Southeastern  Europe  in  general  are  more 
as  our  South  was  after  the  Civil  War— agricultural,  backward,  non- 
industrial.  As  for  the  Germans,  their  government  is  accustomed 
to  order  the  life  of  the  people  for  collective  ends.  We  may  count 
upon  it  to  do  everything  in  its  power  to  set  the  nation's  productive 
powers  to  work  when  the  war  is  over.  But  whether  the  German 
people  can  stand  defeat  and  return  stolidly  to  work — ^if  work  is 
offered — ^remains  to  be  seen.  And  it  may  be  that  victory,  to  which- 
ever side  it  falls,  will  have  been  so  dearly  bought  as  to  leave  all 
classes  deadened  and  disheartened,  as  was  the  South  in  1865.  It 
is  necessary  to  remember  that  this  is  the  first  war  on  anything  like 
so  great  a  scale,  and  the  first  great  war  between  modem  industrial 
nations — the  first  war  since  productive  methods  took  on  their  full 
modem  complexity  and  capital  became  necessary  in  such  large 
amounts — ^for  Germany  in  1870  had  hardly  begun  to  enter  upon 
her  period  of  industrial  evolution.  As  the  size  and  complexity  of 
the  organism  distiurbed  are  greater,  the  results  will  be  correspond- 
ingly more  lastingly  disastrous. 

So  much  rebuilding,  material,  social,  and  moral,  will  have  to  be 
done,  however,  so  great  will  be  the  relief  in  mind  and  body  when 
peace  comes,  and  so  thoroughly  industrialized  are  the  habits  and 
thoughts  of  the  people  of  Westem  Europe,  that  it  is  not  improbable 
that  psychological  depression — apart  from  possible  industrial  stag- 
nation— ^will  not  be  widespread,  lasting,  or  acute.  This  is  the  more 
likely  because  the  women  will  have  brought  a  new  moral  force  into 
work — the  moral  power  which  comes  from  earning  one's  own  living 
— ^which  will  tend  to  counterbalance  the  industrial  demoralization 
of  men  accustomed  to  trench  life  and  thereby  weaned  away  from 
the  steady  and  unexciting  routine  of  industrial  labor. 

Now  in  view  of  these  many  conflicting  and  complex  economic 
and  psychic  conditions,  what  can  be  ventured  as  to  the  probable 
trend  of  marriage-  and  birth-rates  ?    First  as  to  the  marriage-rate. 
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If  the  rebound  of  industry  shoidd  come  quickly,  giving  a  reasonably 
strong  demand  for  labor,  this  being  the  only  fiactor,  the  normal  rise 
in  the  marriage-rate  woidd  take  place  at  once.  But  labor  demand 
is  not  the  only  factor.  It  is  possible  that  the  new  economic  lot 
of  the  women  may  render  them  less  ready  to  marry  than  they 
would  have  been  under  the  old  conditions.  Doubtless  both  churdi 
and  state  will  thunder  forth  anathemas  against  those  who  are  tardy 
in  entering  the  matrimonial  bond;  doubtless  lovers  long  separated 
by  war  and  conscription  may  rush  to  each  other's  arms;  but  sober 
second  thought,  stimtdated  in  the  woman  by  economic  independ- 
ence, in  the  man  by  lack  or  insecurity  of  employment,  and  in  both 
by  the  mighty  shock  of  world-conflict  and  continent-wide  slaughter, 
will  give  pause.  And  that  pause  may  well  prove  fatal  to  the  rise 
of  the  marriage-rate. 

How  will  it  stand  with  the  birth-rate  ?  Experience  shows  that 
war  has  an  especially  noticeable  disturbing  influence  upon  the 
number  of  illegitimate  births.    Thus  we  have  in  France:* 

No.  OF  Living  Illegitiicate  Births  (in  Thousands) 

1869 71  1873 71 

1870 70  1874 69 

1871 59  1875 67 

1872 70 

For  Germany,  the  numbers  in  thousands  were:' 

1868 168.6  1872 150.6 

1869 163.3  1873 158.3 

1870 165^  1874 152.1 

1871 144-4  1875 iSS  6 

The  illegitimate  birth-rate  will  rise  somewhat  after  the  war, 
but  the  legitimate  and  the  total  rates  will  not  be  likely  to  manifest 
the  usual  normal  post-bellum  rebound.  On  the  part  of  the  married, 
economic  conditions,  in  the  first  place,  will  produce  prudence.  If 
the  marriage-rate  fails  to  make  the  normal  rebound  because  eco- 
nomic and  psychic  conditions  are  unfavorable  to  marriage,  this  in 
itself,  other  things  being  equal,  will  of  course  tend  to  keep  down  the 

>  Annuaire  StaUsUque  de  la  France,  XXXm  (1913),  11. 
*  SUUistUches  Jakrbuckfiir  das  detUsche  Reick,  1903,  p.  35. 
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birth-rate.  Even  should  the  marriage-rate  recover  its  normal  level, 
however,  a  strong  tendency  to  birth  control  may  be  expected,  which 
will  be  an  additional  factor  retarding  the  rebound  in  the  birth-rate. 
Church  and  state  may  use  their  influence  against  the  spread  of 
contraceptives,  but  it  will  not  be  effective.  It  is  necessary  to 
remember  that  the  G)ntinent  has  not  taken  a  stand  against  the 
spread  of  contraceptive  knowledge  such  as  graces  our  American 
legal  policy. 

A  third  factor  which  will  militate  against  both  marriage-  and 
birth-rates  will  be  the  altered  sex-constitution,  and  to  a  lesser 
degree  the  altered  age-constitution  of  the  population.  No  such 
demographic  changes  have  occurred  since  modem  vital  statistics 
began  as  will  be  revealed  when  the  results  of  the  present  war  are 
known.  The  great  excess  of  females  can  have  but  one  result — a 
low  marriage-rate  and  a  low  legitimate  birth-rate. 

Militarism,  nationalism — ^neo-cameralism  and  neo-mercantilism 
— thrive  on  great  populations  and  in  turn  strive  to  stimtdate  that 
increase.  Militarist  and  nationalist  regard  the  '^ state"  as  an  end 
in  itself,  and  the  people  are  merely  means  to  this  end.  Some  will 
call  it  a  great  end,  others  will  call  it  a  great  illusion;  but,  so  long 
as  the  military  man  is  in  control  and  so  long  as  he  can  appeal  to 
crass  nationalism  and  chauvinism,  the  people  will  continue  to  be 
regarded  as  a  sort  of  cattle.  Continental  officialdom  outside  of 
France  has  not  moved,  after  all,  very  far  away  from  Frederick  the 
Great's  view,  which  he  expressed  in  a  letter  to  Voltaire  in  1741, 
that  men  are  "simply  a  herd  of  deer  in  the  park  of  a  great  noble, 
which  has  no  other  function  than  to  people  and  fill  the  enclosure."' 
Cameralists  and  mercantilists  will,  no  doubt,  continue  their  patriotic 
demand  for  an  imdiminished  birth-rate,  but  among  the  thinking 
people  the  demand  will  fall  on  deafer  ears  than  ever  before.  What 
woman  with  real  sense  of  moral  responsibility,  it  will  be  asked,  can 
consent  to  bear  and  rear  children  to  be  fed  into  the  insatiable 
armies  of  some  future  senseless  war  ?  What  man  who  has  been 
through  the  hell  of  these  war  years  will  not  pause  before  he  wishes 
to  be  the  father  of  boys  who  must  in  their  turn,  in  all  likelihood, 
go  through  what  he  has  gone  through,  and  worse  ? 

>  Stangdand,  Prt-MaUhusian  Doctrines  ofPopulaUon,  p.  131. 
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Is  it  too  much  to  hope  that  some  such  thoughts  will  come  to 
the  thinking  middle  classes  ?  But  from  the  masses  of  stolid  and 
unthinking  peasantry  what  are  we  to  hope  ?  Will  their  thought- 
lessness, their  brutality,  have  been  reduced  by  war?  Hardly, 
imless — and  here  is  the  deciding  factor — imless  the  women  who 
have  tasted  economic  freedom  and  who  at  the  same  time  have  seen 
the  male  population,  the  fruit  of  their  wombs,  decimated  shall  have 
gained  a  new  vision  and  a  determination  to  be  something  more  than 
passive  mothers,  accepting  whatever  fate  authority  may  impose 
upon  them  and  their  children.  K  the  women  have,  perchance,  in 
the  great  shock  of  conflict,  of  work,  of  suffering,  come  to  a  glinmier 
of  the  light  of  real  ethical  responsibility,  their  moral  force  may  join 
with  their  self-interest,  and  the  fertility  rate  be  kept  down. 

A.  B.  Wolfe 
UNivxRsrry  or  Texas 
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RAILROAD  CO-ORDINATION 

A  PLAN  TO  STRENGTHEN  RAILROAD  CREDIT  THROUGH 

SYSTEMATIC  CORRELATION  OF  THE  RAILWAYS 

UNDER  GOVERNMENT  SUPERVISION 


The  problem  of  marking  out  a  constructive  national  railroad 
policy  centers  in  the  question  of  maintaining  railroad  credit.  The 
inadequacy  of  transportation  facilities  is  clearly  due  to  the  lack  of 
capital  funds  for  investment  in  new  terminals,  new  lines,  and  new 
equipment.  Plans  for  dealing  with  the  railroad  question  must 
therefore  take  into  account,  first  of  all,  the  inability  of  present  rail- 
road net  earnings  to  attract  the  capital  required  for  maintaining 
efficient  transportation. 

Three  principal  methods  have  been  proposed  for  re-establishing 
railroad  credit  upon  a  satisfactory  basis:  first,  a  general  advance  in 
rates;  second,  a  system  of  government  guaranty  of  earnings;  and 
third,  government  ownership.  Supplementary  measures  have  like- 
wise been  suggested,  such  as  the  elimination  of  control  by  state 
commissions  over  railroad  rates,  administrative  changes  in  the 
machinery  of  federal  regulation,  government  supervision  of  the 
issue  of  railroad  stocks  and  bonds,  involving  federal  incorporation, 
and  the  legalizing  of  inter-railroad  traffic  agreements. 

This  present  attempt  to  construct  a  comprehensive  plan  for  the 
reorganization  of  the  railroads  in  their  relations  to  the  public  and 
to  each  other  is  based  upon  the  opinion  that  methods  already  pro- 
posed are  either  inadequate  or  inadvisable.  A  statement,  there- 
fore, of  the  view  taken  concerning  these  methods  should  serve  to 
make  clear  the  premises  upon  which  the  plan  for  systematic  corre- 
lation has  been  worked  out. 

Under  the  present  system  of  regulation  political  obstacles  will 
probably  not  permit  in  the  future  such  a  general  increase  of  rail- 
road rates  as  will  be  sufficient  in  itself  to  maintain  railroad  credit. 
This  would  seem  especially  to  be  true  for  the  reason  that  a  con- 
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siderable  advance  in  the  level  of  rates  will  be  required  to  ofifset 
wage  increases.  Furthermore,  unless  some  constructive  policy  is 
established,  rate  advances  wo\ild  be  based  solely  upon  the  principle 
of  opportunism.  It  is  not  enough  that  advances  shotild  be  secured 
after  long  delay  has  restilted  in  a  condition  of  restricted  railroad 
credit  so  severe  as  to  have  effected  far-reaching  injury  to  the  trans- 
portation system.  Nor,  on  the  other  hand,  is  it  to  be  regarded  as 
advisable  to  return  to  a  high  rate  level  merely  on  the  basis  of  pres- 
sure from  the  roads.  The  Interstate  Conmierce  Commission  is  too 
heavily  burdened  with  the  adjustment  of  rate  and  traffic  contro- 
versies to  have  the  additional  task  of  dealing  with  general  financial 
conditions.  These  should  be  intrusted  to  another  responsible 
group  of  public  agents,  whose  findings  of  fact  shall  be  accepted  by 
the  Interstate  Commerce  Commission  as  the  basis  for  general  rate 
changes. 

Concerning  government  guaranty  of  earnings,  the  view  is  held 
that,  before  such  a  system  is  tried,  very  much  ought  to  be  done  to 
strengthen  railroad  credit,  independently  of  financial  assistance 
from  the  government.  If  the  government  should  be  called  upon 
to  give  financial  aid,  under  its  guaranty  it  would  acquire  liens  upon 
the  railroad  property,  which,  long  continued,  would  lead  to  govern- 
ment ownership.  Thus  the  roads  could  not  avail  themselves  of  the 
guaranty  and  retain  their  financial  independence*  Moreover,  if 
the  purpose  of  the  guaranty  system  were  to  compel  the  government 
to  bring  special  pressure  upon  the  Interstate  Conmierce  Conmiis- 
sion  for  rate  advances  whenever  decreased  railroad  earnings  made 
necessary  a  call  upon  the  government  under  its  agreement,  deficit 
financing  would  be  established  as  the  basis  of  railroad  credit.  No 
vigorous  or  progressive  organization  could  be  built  upon  such  a 
foundation.  The  fluctuations  in  the  financial  needs  of  the  roads 
and  in  the  market  rate  of  interest  upon  new  capital  flotations 
would  not  be  recognized  in  establishing  a  fixed  rate  of  guaranteed 
return.  So  long  as  earnings  were  in  excess  of  this  minimum  guar- 
anteed rate,  it  would  be  practically  impossible  to  secure  any  rate 
advances,  however  justifiable. 

As  for  government  ownership,  no  discussion  is  here  attempted. 
The  plan  presented  is  based  upon  the  supposition  that  government 
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ownership  is  inadvisable,  particularly  because  of  the  likelihood  of 
confusion  between  government  and  railroad  finance  and  the  admin- 
istrative dangers  that  would  be  involved  in  having  the  railroads  run 
by  government  employees. 

The  proposed  plan  of  railroad  co-operation  contemplates  the 
abandonment  of  the  application  of  the  Sherman  law  to  railroads. 
It  could  be  established,  therefore,  only  through  comprehensive 
legislation,  such  as  is  here  outlined,  superseding  the  existing  anti- 
trust laws. 

n.     MAIN  FEATUKES  OF  PROPOSED  PLAN  FOR  RAILROAD 
CO-ORDINATION 

The  necessity  for  common  action  in  the  various  branches  of 
railroad  direction  and  operation  has  led  to  the  establishment  of  a 
large  niunber  of  committees  and  associations  for  imifying  matters 
of  policy  and  for  solving  questions  that  affect  all  the  roads.  These 
committees  are  advisory  in  character,  but  their  work  is  of  material 
interest  to  the  public  from  the  standpoint  of  the  efficiency  of  the 
transportation  system.  Such  bodies  are:  the  Railway  Executives' 
Advisory  Committee,,  the  Association  of  American  Railway  Ac- 
countants, the  Car  Service  Commission  of  the  American  Railway 
Association,  the  American  Railway  Engineering  Association,  and 
similar  societies  and  committees,  temporary  and  permanent,  cover- 
ing every  phase  of  railroad  operation,  including  law,  traffic,  finance, 
engineering,  and  accounting.  Would  it  not  be  advisable,  in  order 
to  correlate  the  work  of  all  these  organizations,  to  bring  them  into 
legal  and  governmental  recognition,  and  to  give  them  carefully 
defined  powers  of  executive  action  ? 

By  way  of  example,  those  who  are  responsible  for  the  financial 
success  of  the  railroads  condemn  the  unsound  financial  practices  of 
certain  roads.  The  effect  of  these  practices  upon  the  minds  of  the 
investing  public  they  recognize  as  hurtful  to  the  marketing  of  rail- 
road securities;  yet  they  are  powerless  to  prevent  the  continuance 
of  them.  Would  it  not  be  wise  to  give  this  advisory  committee  of 
railway  executives,  or  some  similar  body,  power  to  control  the 
rules  of  finance  for  the  transportation  system  of  the  country  under 
the  proper  supervision  of  a  governmental  board  ? 
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The  problem  of  utilizing  railway  equipment  most  effectively, 
upon  which  the  Car  Service  Commission  is  engaged,  has  likewise 
been  rendered  exceedingly  diffictilt  of  solution  because  that  com- 
mission does  not  have  the  power  to  enforce  its  findings.  In  the 
whole  field  of  transportation  there  are  similar  features  which  could 
be  advantageously  brought  under  central  control  without  incurring 
the  dangers  of  centralized  management  for  all  matters. 

To  effect  railroad  co-ordination  of  this  character  the  following 
measures  are  proposed: 

1.  Compulsory  federal  incorporation  of  all  interstate  railroads. 

2.  Establishment  of  a  general  railroad  organization  embracing 
the  agencies  of  central  control  and  furnished  with  corporate  powers 
for  issuing  securities,  holding  property,  etc. 

3.  Creation  of  an  executive  board  composed  of  railroad  men  to 
direct  the  central  organization. 

4.  Appointment  of  a  finance  committee  to  manage  central  finan- 
cing and  to  supervise  the  finances  of  the  railroads  of  the  country. 

5.  Division  of  the  central  organization  into  departments  for 
carrying  on  the  various  branches  of  work,  these  departments  to 
engage  men  of  the  highest  ability  and  to  be  under  the  direction  of 
the  executive  board. 

6.  Establishment  of  a  federal  railway  board — a  governmental 
body  other  than  the  Interstate  Conmierce  Commission  to  which  the 
executive  board  of  railroad  men  and  the  finance  committee  shall 
be  responsible  and  through  which  the  government  shall  bear  its 
share  of  responsibility  for  developing  and  maintaining  efficient 
transportation. 

7.  Transference  of  the  rate-regulating  powers  of  the  states  to 
federal  regional  commissions,  appeals  to  be  made  to  the  Interstate 
Commerce  Commission  on  bills  of  exceptions. 

8.  Development  of  financial  machinery  to  secure  new  capital 
on  the  basis  of  the  increase  in  railroad  credit  resulting  from  the 
co-ordination  of  the  railroads  and  the  co-operation  of  the  govern- 
ment in  the  work  of  maintaining  railroad  financial  strength.' 

'The  first  six  of  these  points  are  taken  up  in  detail  in  section  HI  and  the  eighth 
in  sections  IV  and  V.  The  changes  suggested  under  the  seventh  point  have  been 
fully  discussed  in  the  press,  before  the  Joint  Congressional  Committee  on  Interstate 
Commerce,  and  elsewhere,  and  do  not  require  additional  treatment  here. 
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Railroad  co-ordination  on  this  plan  wo\ild  not  involve  an  over- 
turning of  the  present  transportation  organization,  but  would 
supplement  it  by  an  authorized  general  organization  governing 
general  policies.  It  is  a  system  which  wotild  in  the  least  degree 
change  the  present  one,  being  in  large  part  a  recognition  of  existing 
agencies  of  centralization. 

The  danger  of  developing  too  centralized  a  system  of  govern- 
mental supervision  wo\ild  be  avoided  by  the  creation  of  the  federal 
regional  commissions.  Local  considerations  and  interests  wo\ild 
thus  be  given  due  weight,  but  the  conflicts  and  discriminations 
arising  under  the  present  dual  system  of  federal  and  state  control 
wo\ild  be  eliminated. 

The  danger,  involved  in  centralized  private  control,  of  creating 
a  colossal,  irresponsible,  railroad  trust  wo\ild  be  obviated  by  placing 
upon  the  agents  of  such  private  ownership  definite  and  substantial 
responsibility  of  a  public  nature.  The  development  of  too  huge 
and  unwieldy  an  industrial  machine  would  be  prevented  by  the 
retention  of  the  present  operating  units. 

The  underlying  principle,  then,  of  the  plan  proposed  for  securing 
effective  railroad  correlation  is  to  increase  the  centralization  of 
both  government  and  private  control,  leaving  to  each  its  proper 
work:  to  the  government,  general  supervision;  to  the  agencies  of 
private  control,  actual  management  and  operation.  Responsi- 
bility for  the  maintenance  of  railroad  credit  wo\ild  be  added  to  the 
government's  power  over  railroad  earnings;  and  private  power  over 
railroad  finances  wotild  be  made  definitely  responsible  to  the  govern- 
ment and  to  the  public  for  upholding  honest  administration,  soimd 
finance,  and  efficient  operation.  Government  supervision  and  pri- 
vate management  would  be  brought  into  co-operation  and  would 
bear  common  responsibilities,  though  each  wotild  be  restricted  to 
its  own  true  fimction.  This  constitutes  true  railway  nationaliza- 
tion. 

m.      ORGANIZATION 

The  consolidated  powers  for  general  administration  once  deter- 
mined upon,  whether  broad  or  narrow  in  scope,  shotdd  be  intrusted 
to  a  definite  and  responsible  organization.    The  chief  features  of 
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a  practical  form  for  such  an  organization  are  here  presented  to  sug- 
gest how  the  proposed  plan  could  be  put  into  operation.  It  goes 
without  saying  that  the  details  given  are  merely  tentative  and  wotild 
doubtless  have  to  be  greatly  modified  in  the  practical  working  out 
of  the  system. 

1.  Tlie  first  requirement,  as  indicated  on  p.  545,  is  that  there 
should  be  compulsory  federal  incorporation  for  all  interstate  rail- 
roads. This  is  a  necessary  preliminary,  not  only  for  creating  the 
central  organization,  but  also  for  simplifying  the  federal  regulation 
of  rates  and  securities.  Provision  should  be  made  for  mergers, 
consolidations,  and  changes  in  ownership  either  before,  or  subse- 
quent to,  federal  incorporation  and  under  the  supervision  of  a 
federal  railway  board  later  to  be  mentioned. 

2.  After  federal  charters  have  been  granted,  a  general  corpora- 
tion shotild  be  created  for  the  piirpose  of  giving  the  agencies  of 
central  administration  definite  legal  embodiment,  and  of  making 
possible  the  issuance  of  certain  special  types  of  securities  by  the 
nationalized  railroad  system.  Such  a  corporation  may,  for  con- 
venience, be  called  the  United  States  Railways'  Corporation. 

3.  The  executive  power  should  be  placed  in  a  board  of  experi- 
enced railway  managers,  and  logically  would  be  best  developed  out 
of  the  existing  Railway  Executives'  Advisory  Committee.  A  prac- 
ticable organization  wotdd  be  to  have  the  executive  board  consist 
of  fifteen  members,  serving  five  years  and  chosen  by  the  railroads 
in  elections  conducted  by  the  federal  railway  board.  The  ballot  for 
each  road  wo\ild  be  cast  by  its  secretary.  The  apportionment  of 
representation  upon  this  executive  board  should  be  worked  out 
with  care,  due  provision  being  made  for  members  from  short-line 
system?.  This  might  be  accomplished  by  having  one  member  for 
about  every  17,500  miles  of  line,  and  by  assigning  one  vote  for  every 
2,500  miles.  A  road  approximating  this  mileage  would  be  entitled 
to  a  vote.  No  mileage  co\ild  be  counted  twice,  and  no  company  or 
companies  comprising  a  single  system  would  be  permitted  to  split 
their  votes,  except  when  entitled  to  more  than  seven  votes.  In 
such  cases  the  seven  votes  would  be  cast  for  one  man,  and  those  in 
excess  of  seven,  for  another.  Shorter  roads  could  secure  votes  by 
combining  their  mileages,  but  fractional  amounts  above  2,500  miles 
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could  not  be  so  combined.  The  fifteen  men  securing  the  highest 
number  of  votes  would  be  declared  elected.  Members  wo\iId  be 
eligible  for  re-election.  With  few  exceptions,  only  railroad  presi- 
dents should  be  selected  for  the  executive  board. 

An  active  executive  committee  of  the  board  shotild  be  composed 
of  five  men,  one  retiring  annually.  This  committee  shotild  be 
chosen  by  the  executive  board  with  the  approval  of  the  federal 
railway  board. 

4.  It  would  be  desirable  to  have  a  general  finance  committee 
under  the  executive  conmiittee  to  handle  technical  questions  relat- 
ing to  the  marketing  of  new  capital  issues.  This  committee  should 
consist  of  five  members,  three  of  whom  shotild  be  bankers  rather 
than  railroad  men,  the  other  two  being  drawn  from  the  executive 
board.  The  members  of  this  conmiittee  should  be  selected  by  the 
federal  railway  board. 

The  duties  would  include  giving  professional  advice  as  to  when 
new  securities  shotild  be  sold  and  as  to  the  type  of  those  securities, 
establishing  principles  of  sound  finance  for  the  railroads  of  the 
country  to  follow,  and  bearing  a  large  measure  of  responsibility  for 
maintaining  railroad  credit,  especially  in  the  matter  of  the  propor- 
tion of  bonded  indebtedness  to  the  equity  in  the  property.  The 
finance  committee  should  consult  with  the  engineers  investigating 
the  probable  future  requirements  of  conmierce  and  shotild  study 
the  question  of  making  provision  for  those  requirements.  The 
general  financial  responsibility  borne  by  the  executive  board  of  the 
railways'  corporation  and  the  federal  railway  board  would  thus 
devolve  in  its  technical  phases  upon  this  finance  committee. 

5.  The  functions  of  the  United  States  Railways'  Corporation  in 
addition  to  the  work  of  the  executive  board  and  finance  committee 
may  be  assigned  to  four  departments,  as  follows: 

a)  Department  of  equipment-supply  and  terminal  operation: 
One  of  the  chief  purposes  of  a  central  railway  organization  would 
be  to  provide  sufficient  eqtdpment  for  carrying  the  heaviest  volimie 
of  traffic  that  can  be  foreseen.  Under  the  present  system  individual 
roads  cannot  be  expected  to  take  as  large  a  view  of  the  car-supply 
question  as  a  central  agency  would  take,  and  owing  to  a  declining 
scale  of  rates  and  to  competition  between  the  roads  in  the  invest- 


Digitized  by 


Google 


RAILROAD  CO-ORDINATION  549 

ment  market,  the  companies  have  not  been  able,  acting  separately, 
to  accumulate  sufficient  car  reserves.  Cars  are  to  the  transporta- 
tion of  conmiodities  what  currency  is  to  the  transference  of  values, 
and  just  as  decentralized  responsibility  was  imable  to  overcome  the 
difficulties  in  the  way  of  securing  a  flexible  ciurency,  so  it  may  be 
reasonably  argued  that  only  a  central  responsibility  can  overcome 
the  difficulties  in  the  way  of  securing  an  adequate  reserve  car 
supply. 

This  reserve  supply,  then,  wo\ild  be  handled  by  the  first  depart- 
ment. As  pressure  of  conmierce  increased,  the  reserve  would  be 
drawn  upon  and  distributed  to  the  points  of  heavy  demand.  For 
a  road  to  have  the  privilege  of  drawing  upon  the  car  reserve  it  would 
be  required  to  keep  the  amount  and  the  condition  of  its  own  equip- 
ment up  to  standard,  just  as  banks  must  have  their  loans  in  good 
condition  if  they  are  to  avail  themselves  of  the  facilities  for  credit 
expansion  under  the  federal  reserve  system. 

A  further  duty  of  this  department  would  be  to  introduce  more 
efficient  methods  into  the  current  and  normal  handling  of  equip- 
ment. Great  savings  may  be  made  where  traffic  now  moves  by  a 
long,  roimdabout  route  instead  of  by  the  short,  direct  one,  and 
where  it  is  forced  through  congested  terminals  instead  of  being 
diverted  aroimd  such  points.  This  will  require  the  adoption  of 
equipment-pooling  in  some  degree.  It  is  believed  that  the  proper 
basis  for  just  pooling  arrangements  would  be  to  consider  any  traffic 
moving  by  an  uneconomical  route  as  a  temporary  vested  interest  of 
the  road  now  handling  that  traffic.  This  vested  interest  should  be 
recognized  by  paying  the  road  from  which  the  traffic  is  diverted  a 
gradually  declining  percentage  of  the  revenue  received  on  that 
business  over  and  above  the  estimated  cost  of  transportation  via 
the  new  route.  The  percentage  should  be  a  declining  one  for  the 
reason  that  no  vested  interest  based  upon  uneconomic  methods 
ought  to  be  permanent. 

Finally,  it  would  devolve  upon  the  first  department  to  operate 
terminals  constructed  or  taken  over  by  the  United  States  Railways' 
Corporation. 

b)  Department  of  standards  and  methods:  The  second  depart- 
ment would  be  responsible  for  establishing  standards  and  methods 
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to  secure  the  most  efficient  railway  operation.  It  would  embrace 
the  present  associations  of  yardmasters,  master-mechanics,  main- 
tenance engineers,  car  accountants,  statisticians,  etc.  The  work 
of  the  department  could  be  expanded  advantageously  by  the  estab- 
lishment of  central  laboratories  and  experiment  plants.  In  its 
relation  to  the  operating  departments  of  the  varioiis  roads  cus- 
tomary principles  of  staff  organization  wo\ild  govern. 

c)  Department  of  traffic,  projection,  and  safety  engineering: 
The  third  department  would  consist  of  engineers  engaged  in  study- 
ing the  questions  of  how  to  promote  more  efficient  handh'ng  of 
traffic,  where  new  terminals  should  be  built,  how  existing  terminals 
shotild  be  reconstructed,  where  new  lines  should  be  laid  out,  branch 
lines  extended,  and  by  what  methods  safety  in  transportation  could 
be  increased.  This  department  therefore  shotdd  be  made  up  of 
engineers  of  the  very  greatest  ability.  It  should  be  their  whole 
aim  to  develop  a  perfectly  co-ordinated  national  railway  system. 

d)  Department  of  construction  and  maintenance:  This  depart- 
ment wo\ild  have  charge  of  construction  work  outlined  by  the 
projection  engineers,  determined  upon  by  the  executive  board  in 
conjunction  with  the  finance  committee,  and  approved  by  the 
federal  railway  board.  It  would  likewise  be  the  duty  of  this  de- 
partment to  maintain  all  properties  operated  by  the  railways' 
corporation. 

The  chiefs  and  other  officers  and  employees  of  the  four  depart- 
ments would  be  selected  by  the  executive  board  and  would  receive 
compensation  from  the  railways'  corporation. 

6.  Over  this  entire  organization  a  federal  railway  board  would 
liave  general  power  of  supervision  and  control.  This  board  would 
be  the  agent  of  the  government  in  bearing  the  responsibility  from 
the  governmental  side  for  the  maintenance  of  railroad  credit,  for 
providing  for  the  future  needs  of  commerce,  and  for  developing  a 
scientifically  co-ordinated  and  efficiently  operated  national  railroad 
system.  This  board  would  have  the  duty  of  approving  all  railroad 
issues,  whether  of  stocks,  bonds,  or  notes,  and  of  eliminating  illegal, 
unsound,  and  unethical  financial  practices.  Its  approval  would  be 
required  for  the  building  of  any  new  line  or  terminal,  thus  eliminat- 
ing wasteful  building  of  parallel  routes  and  unsystematic  terminals. 
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The  executive  boaxd  of  the  corporation  would  be  responsible  to  the 
federal  railway  board.  The  federal  board  should  have  the  power 
to  attend  any  executive  or  departmental  meetings  and  to  hold 
sessions  of  its  own  upon  any  questions  which  it  deemed  important. 
Petitions  from  sections  of  the  coimtry  ill-provided  with  railroad 
facilities  should  be  presented  to  the  federal  board.  Furthermore, 
as  this  board  would  be  responsible  from  the  governmental  side  for 
maintaining  railroad  credit,  it  wo\ild  be  directly  concerned  with  the 
adequacy  of  rates.  Representations  made  by  it  to  the  Interstate 
Commerce  Commission  for  rate  advances  would  bear  the  very 
greatest  weight.  The  public  would  feel  assured  that  the  rate 
advance  was  necessary;  the  Interstate  Commerce  Commission 
would  be  relieved  of  investigating  the  facts  as  to  the  general  finan- 
cial requirements  of  the  railroads;  and  the  railroads  cotild  be 
assured  of  the  necessary  rate  advances  before  the  destructive 
influence  of  inadequate  earnings  should  block  the  channels  of  trade. 
Both  opportunism  as  a  public  policy  and  irresponsibility  as  a  pre- 
rogative of  private  financial  power  would  be  eliminated,  and  there 
would  be  substituted  therefor  efficient,  constructive  co-operation 
between  the  agents  of  private  and  governmental  control. 

The  constitution  of  the  federal  railway  board  should  be  closely 
analogous  to  that  of  the  Federal  Reserve  Board:  it  should  consist 
of  seven  members,  of  whom  six  should  be  appointed  by  the  Presi- 
dent with  the  consent  of  the  Senate,  to  serve  ten  years,  2uid  should 
not  be  residents  of  the  same  sections  of  the  coimtry.  All  should 
give  their  entire  time  to  the  business  of  the  board  2uid  should  re- 
ceive salaries  from  the  government.  One  of  these  members  should 
be  drawn  from  the  Interstate  Commerce  Conunission,  two  should 
be  experienced  in  banking  and  finance,  three  should  be  experienced 
railroad  men,  the  seventh  member  shotild  be  a  governmental 
official,  either  the  Secretary  of  Commerce,  ex  officio,  or  the  incum- 
bent of  a  newly  created  secretar3rship  of  transportation.  This 
board  would  in  turn  appoint  the  members  of  the  finance  committee, 
conduct  the  election  of  the  members  of  the  executive  board,  and 
approve  the  appointments  to  the  executive  committee  of  five. 

In  case  of  war  or  threat  of  war  legislation  should  provide  for  an 
extension  of  the  powers  of  the  federal  railway  board,  either  upon 
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the  motion  of  the  board  itself  with  the  approval  of  the  President 
or  at  the  direction  of  the  President.  These  powers  should  include 
the  actual  direction  of  train  movement  so  far  as  necessary,  and  also 
the  right  to  inaugurate  a  system  of  government  guaranty  of  rail- 
road earnings  during  such  time.  Since  this  guaranty  would  be 
solely  for  war  purposes,  any  expenditure  by  the  government  there- 
under wo\ild  be  a  military  expense,  and  hence  it  shotild  acquire  no 
lien  upon  the  railroad  property.  The  federal  railway  board  wo\ild 
thus  become  the  direct  agent  of  the  government  for  mobilizing  the 
transportation  machinery  of  the  coimtry  in  the  national  defense. 
In  this  connection  it  may  be  pointed  out  that  the  national  banking 
system  was  established  in  time  of  war  and  for  war  purposes,  but 
was  designed  also  to  serve  the  credit  needs  of  the  country  in  times 
of  peace.  It  is  believed  that,  similarly,  the  thoroughgoing  co- 
ordination of  the  railroads,  while  imperative  because  of  the  critical 
times  the  nation  is  passing  through,  is  likewise  essential  to  the  work 
of  economic  reconstruction  after  the  cessation  of  war.' 

IV.      THE  RESERVE  OF  EQUITY 

Creation  of  new  equity  in  the  railroad  property  is  the  fimda- 
mental  requirement  for  strengthening  railroad  credit,  since  new 
funds  for  additions  and  betterments  must,  under  sound  financial 
management,  be  raised  largely  upon  the  basis  of  proprietary  claims 
to  equity  in  the  property. 

The  organization  of  a  railwajrs'  corporation  along  the  lines  sug- 
gested wo\ild  strengthen  railroad  credit  by  increasing  the  equity 
in  the'  property.  The  very  act  of  aggregating  a  number  of  units, 
each  with  its  own  credit,  will  produce  a  total  credit  greater  than 
the  siun  of  the  unit  credits  separately  considered.  A  bank  gathers 
the  credit  of  the  community  together,  buys  it  in  the  form  of  com- 
mercial paper,  and  produces  a  result  greater  than  the  sum  of  its 
purchases.    Likewise,  in  the  consolidation  of  industrial  or  railroad 

>  The  emeigency  of  war  has  called  forth  a  policy  of  central  railroad  control 
which,  so  far  as  actiud  railroad  operation  is  concerned,  is  similar  to  the  plan 
presented  here.  Special  attention  is  therefore  directed  to  the  financial  machinery 
suggested  in  section  V  for  making  possible  the  continuance  of  co-ordinated  manage- 
ment upon  the  basis  of  its  proven  efficiency. 
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companies,  the  resulting  merger  has  a  credit  greater  than  that  of 
the  constituent  parts. 

Bi  the  case  of  a  United  States  Railways'  Corporation  this  effect 
would  arise  from  the  confidence  of  the  investing  public  that  the 
organization^  with  its  staff  experts,  would  be  able  to  introduce 
economies  and  to  bring  about  the  imiversal  application  of  the 
soundest  principles  of  finance  and  the  highest  standards  of  mainte- 
nance and  operation.  The  prevention  of  the  misuse  of  railroad 
credit,  the  pooling  of  railroad  equipment,  its  mobilization  at  the 
points  of  greatest  demand,  the  utilization  of  car  shops  to  rush 
through  equipment  repairs,  whether  upon  the  property  of  one  road 
or  of  andflier,  the  routing  of  freight  by  the  shortest  or  least  con- 
g^ted  roads  rather  than  by  roimdabout  lines  or  through  crowded 
terminals — ^it  is  in  such  direct  ways  as  these  that  railroad  net  earn- 
ings would  be  increased  even  without  rate  advances,  and  a  central 
reserve  of  equity  and  financing  power  would  be  built  up.  The 
indirect  or  cumulative  effect  wotild  be  still  more  important,  for 
such  increased  financing  power  could  be  drawn  upon  to  strengthen 
the  transportation  system  at  its  weakest  points,  to  finance  the  most 
needed  extensions  and  improvements,  and  to  inaugurate  thereby 
greater  efficiency  of  operation.  Nothing  can  so  increase  financial 
stability  as  the  prudent  use  of  finannal  resources.  This  is  the 
broad,  constructive,  and  vital  influence  that  the  creation  of  the 
United  States  Railways'  Corporation  would  exert,  and  it  is  in  this 
respect  that  such  a  plan  appears  to  be  superior  to  the  opportunis- 
tic method  of  rate  advances,  the  dangerous  experiment  of  govern- 
ment ownership,  or  the  inadequate  plans  of  government  guaranty 
of  earnings  and  an  improved  system  of  governmental  rate  regulation. 

One  practical  feature  alone  justifies  a  careful  consideration  of 
the  merits  of  establishing  central  railroad  control,  and  that  is  the 
great  benefit  that  would  be  derived  from  the  general  application  of 
electrical  power  to  transportation.  This  can  be  accomplished  only 
if  the  capital  strength  of  the  roads  is  equal  to  the  task. 

V.      FINANCIAL  MACHINERY 

Upon  the  character  of  the  finannal  machinery  provided  would 
depend  the  practicability  of  a  plan  for  establishing  a  central  railway 
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organization  of  such  a  type  as  to  preserve  the  advantages  of 
separate  companies,  each  stimulated  to  successful  management  by 
the  pressure  of  private  interest. 

In  supplementing  the  credit  of  the  individual  companies  by 
central  financing  power,  the  financial  responsibility  of  the  separate 
units  must  not  be  sacrificed.  This  may  be  accomplished  by  pooling 
a  part,  but  not  all,  of  the  net  earnings  of  the  railroads.  Some  of 
the  earnings  would  have  to  be  deposited  in  a  single  reservoir  so  as  to 
make  possible  the  linking  of  the  new  financial  strength  of  the  cen- 
tral organization  with  the  old  financial  strength  of  the  existing  com- 
panies. Securities  based  upon  new  or  anticipated  earnings  could 
thus  be  issued,  identical  in  their  essential  character  with  securities 
representing  present  earning  power.  Only  in  this  way  could  the 
newly  created  equity  be  utilized  in  the  attraction  of  capital.  But 
the  incentive  to  the  maintenance  of  efficient  organization  in  the 
individual  roads  must  be  preserved  by  having  the  earnings  above 
a  certain  amoimt  directly  controlled  by  the  individual  company, 
and  payable  (subject  to  30und  principles  of  finance)  to  the  stock- 
holders of  that  company. 

These  two  ends — the  establishment  of  central  financing  power 
and  the  continuation  of  the  existing  responsible  financial  units — 
could  be  accomplished  in  the  following  manner:  The  average  annual 
dividends  paid  by  each  railroad  company  for  a  specified  number  of 
years  past  would  be  determined  to  establish  the  basis  for  dividend 
payment  through  the  railways'  corporation.  This  average  would 
be  altered  to  conform  to  special  circumstances.  If  higher  dividends 
than  the  calculated  arithmetical  average  have  been  paid  by  ;the 
company  in  recent  years,  this  fact  may  be  recognized  by  producing 
an  average  in  which  the  dividends  for  these  recent  years  shall  be 
weighted,  provided  they  have  been  justified.  If  a  policy  of  paying 
small  dividends,  notwithstanding  large  earnings,  has  been  followed, 
such  a  policy,  as  hereafter  to  be  shown,  would  not  prejudice  the 
interests  of  the  stockholders.  In  case  the  earning  power  of  a 
company  is  dearly  insufficient  to  pay  the  calculated  average  divi- 
dends, an  equity  readjustment  should  be  made  prior  to  the  asso- 
ciation of  the  company  with  the  railways'  corporation,  reducing  the 
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calculated  average  of  dividends  to  an  amount  that  could,  in  accord- 
ance with  sound  finance,  actually  be  paid. 

Stock  certificates  of  the  United  States  Railwa3rs'  Corporation 
with  a  par  value  of  one  hundred  dollars,  and  certificates  of  fractional 
par  value  as  might  be  necessary,  would  be  issued  to  the  stock- 
holders of  the  present  companies  in  such  amoimt  that  each  stock- 
holder would  receive,  upon  the  declaration  of  a  6  per  cent  dividend, 
his  share  of  the  total  amoimt  of  dividends  established  for  his  com- 
pany by  the  method  outlined.  The  6  per  cent  rate  would  be  known 
as  the  "basic-dividend  rate";  but  the  rate  of  dividends  declared 
at  any  time  would  be  subject  to  the  decision  of  the  executive  board 
in  conjunction  with  the  federal  railway  board. 

The  present  stockholders  of  the  several  companies  would  be 
recognized  as  the  owners  of  the  entire  equity  in  the  property  of 
their  respective  companies.  New  stockholders  would  be  admitted 
to  the  privileges  possessed  by  the  old.  In  addition  to  the  certificate 
of  the  United  States  Railways'  Corporation,  each  stockholder 
wo\ild  receive  an  instrument  certifying  that  he  held  a  certain  share 
of  the  proprietary  interest  in  the  property  of  the  present  company, 
and  this  proprietary  certificate  would  also  carry  with  it  the  right 
of  voting  for  the  directors  and  upon  other  matters  in  accordance 
with  the  by-laws  of  the  individual  corporation.  These  proprietary 
certificates  should  be  without  par  value.  They  wo\ild  give  to  the 
holders  the  right  to  receive  dividends  declared  by  the  directors  of 
the  individual  corporation  out  of  earnings,  in  excess  of  operating 
and  general  expenses,  taxes,  rentals,  interest,  maintenance  and 
depreciation,  surplus  requirements,  and  the  amount  payable  to  the 
United  States  Railways'  Corporation  for  expenses,  dividends,  and 
surplus. 

Each  of  the  separate  companies  would  be  required  to  pay  to 
the  treasurer  of  the  railways'  corporation  such  an  amount  as  would 
enable  the  corporation  to  meet  its  expenses  and  to  distribute  divi- 
dends upon  its  stock  at  the  rate  determined  on  for  the  year  or 
quarter.  Above  such  amount  the  earnings  of  the  individual 
companies  shotild  be  divided,  50  per  cent  being  retained  by  the 
company  itself,  and  50  per  cent  being  turned  over  to  the  railways' 
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corporation,  until  an  amount  equal  to  3  per  cent  on  the  United  States 
Railways'  Corporation  stock  (or  such  other  rate  as  determined  by 
the  executive  board  and  federal  railway  board)  had  been  assigned 
to  the  railways'  corporation,  and  the  division  would  then  cease. 
Out  of  the  corporation's  share  there  shotdd  first  be  taken  a  sum 
sufficient  to  make  up  the  deficits  for  companies  not  returning  the 
amoimt  required  of  them.  The  remainder  should  not  be  paid  out 
in  dividends,  but  should  be  devoted  solely  to  the  legitimate  uses 
of  a  surplus,  such  as  building  up  contingent  liability  fimds,  working 
capital,  or  making  improvements,  additions,  and  betterments  upon 
the  property.  The  individual  companies  should  similarly  be 
required  to  build  up  siupluses  before  paying  extra  dividends  to 
their  proprietors. 

If  a  company  is  unable  to  pay  the  amount  required  of  it  by  the 
railways'  corporation,  the  obligation  should  be  cumulative;  that  is 
to  say,  the  deficit  would  have  to  be  met  before  any  siuplus  division 
took  place.  If  after  a  reasonable  length  of  time  such  company  is 
unable  to  pay  oflF  its  deficit,  the  holdings  of  the  proprietors  of  that 
company  in  the  stock  of  the  railways'  corporation  should  be  reduced 
sufficiently  to  enable  the  company  to  pay  out  of  its  earnings  the 
amoimt  required  of  it  by  the  central  corporation,  as  based  upon  the 
reduced  stock  holdings. 

No  roads  now  imdergoing  reorganization  should  be  admitted 
to  association  with  the  railways'  corporation  until  the  work  of 
reorganization  should  have  been  completed.  After  a  fair  estimate 
is  made  of  the  dividend-paying  power  of  the  road,  temporary  cer- 
tificates would  be  given  to  the  stockholders,  exchangeable  for  the 
United  States  Railways'  Corporation  stock  as  soon  as  the  dividend- 
paying  power  is  demonstrated.  Additional  claims  upon  future 
earnings  could  be  represented  by  adjustment  stock  also  exchange- 
able for  the  railways'  corporation  stock  progressively  as  the  stable 
earning  power  of  the  road  increases. 

The  railways'  corporation  should  have  the  right  to  issue  new 
stock  from  time  to  time  based  upon  investment  projects  which 
would  clearly,  under  conservative  estimate,  enable  it  to  earn  the 
dividend  rate  with  proper  surplus,  or  based  upon  improvements 
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in  methods  of  operation  such  as  wo\iId  enable  the  amounts  paid  by 
the  individual  companies  to  the  central  organization  to  be  increased. 

There  wo\ild  thus  be  the  following  major  classes  of  stock:  first, 
United  States  Railways*  Corporation  stock,  Class  A,  based  upon 
existing  earning  power  of  the  individual  companies;  secondly, 
United  States  Railways'  Corporation  stock,  Class  B,  based  upon 
anticipated  earnings  due  to  the  installation  of  more  efficient 
methods,  or  the  construction  of  new  property,  and  convertible 
into  Class  A  stock  as  its  dividend-paying  power  is  proved  stable; 
thirdly,  proprietary  certificates  of  the  individual  companies, 
entitling  the  holders  to  extra  dividends  when  declared  by  the  com- 
pany after  proper  provision  for  surplus  and  upon  approval  by  the 
federal  railway  board.  The  proprietary  certificates  would  carry 
the  claim  to  the  equity  in  the  property  in  case  of  dissolution  and 
would  likewise  carry  the  voting  right. 

It  is  believed  that  in  this  way  great  flexibility  would  be  provided 
for  in  the  treatment  of  the  equity  of  each  road.  Any  decrease 
would  be  met  by  a  reduction  in  the  holdings  of  corporation  stock, 
and  any  increase,  accomplished  through  conservative  management 
or  otherwise,  would  be  reflected  in  an  increase  in  the  value  of  the 
proprietary  certificates,  or  company  stock. 

The  fimds  raised  by  the  United  States  Railways'  Corporation, 
whether  through  the  accumulation  of  siuplus  or  through  the  flota- 
tion of  new  capital  issues,  would  be  disbursed  in  one  of  three  prin- 
cipal ways: 

First,  directly  to  existing  companies  for  improvements,  exten- 
sions, and  new  eqtupment.  In  such  instances  the  funds  of  the 
railways'  corporation  should  be  used  only  in  case  the  increased 
earnings  of  the  individual  road  by  virtue  of  the  improvements 
wotild  clearly  pay  a  good  return  upon  the  capital  invested.  Any 
capital  requirements  above  such  amount  should  be  provided  out 
of  the  surplus  of  the  individual  company  or  by  means  of  its  own 
capital  issues.  With  this  arrangement  the  dividends  on  the 
increased  stock  of  the  general  organization  would  be  met  through 
an  increase  in  the  contribution  of  the  individual  company  to  the 
general-earnings  accoimt.    The  improvements  would  belong  to  the 
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road  upon  which  they  were  made  and  would  be  included  under 
mortgages  containing  ''after  acquired''  clauses. 

Second,  to  subordinate  companies,  organized  for  the  operation 
of  new  terminal  projects  or  line  connections.  The  subsidiary  cor- 
poration would  own  the  property  thus  created  and  would  meet  its 
obligations  to  the  railways'  corporation  out  of  its  share  of  freight 
charges  on  the  business  handled.  Likewise,  special  payments  from 
railroad  companies  to  which  the  terminal  or  line  connection  was  of 
particular  benefit  would  be  justified,  and  also  a  general  distibution 
of  a  part  of  the  burden  over  the  whole  transportation  system  in 
proportion  as  the  general  efGidency  and  earning  power  of  the  whole 
system  might  be  promoted. 

Third,  for  property  to  be  directly  owned  by  the  United  States 
Railways'  Corporation.  This  would  be  the  wisest  policy  to  adopt 
for  the  reserve  supply  of  cars,  central  repair  shops,  and  construction 
plants.  Such  property  would  be  under  the  direction  of  the  first 
department,  and  the  interest  or  dividends  upon  the  capital  required 
would  be  met  out  of  rentals  collected  from  companies  using  the 
reserve  equipment,  and  by  means  of  a  distribution  over  all  the 
railroads  of  a  share  of  the  financial  bturden.  Such  a  measure  would 
be  justified  by  the  insturance  which  the  reserve  equipment  would 
offer  against  shortage  in  time  of  heavy  traffic  pressture. 

The  general  advantages  of  this  financial  machinery  would  be: 
(a)  the  preservation  of  the  incentive  for  efficient  management  on 
the  part  of  the  individual  companies,  while  at  the  same  time 
empowering  the  central  organization  to  finance  the  general  require- 
ments of  the  railroads,  considered  nationally;  (i)  the  recognition 
of  soimd  and  progressive  railroad  management  by  offering  a  free 
channel  for  equity,  from  whatever  soturce  it  may  arise,  to  express 
itself  in  the  value  of  the  proprietary  certificates,  such  certificates 
drawing  dividends  in  accordance  with  the  company's  earnings  and 
the  policy  of  its  management;  and  (c)  the  development  of  means 
for  raising  capital  upon  the  new  credit  created  through  systematic 
railroad  co-ordination. 

This  would  be  the  logical  treatment  for  the  equity  in  the  rail- 
road property.  With  regard  to  the  creditors'  interest,  there  would 
be  no  need  for  disturbing  existing  mortgages,  except  in  such  cases 
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of  recent  occurrence  as  might  prove  to  have  involved  fraudulent 
or  unsound  transference  of  value.  Other  than  this,  all  creditor 
instruments  would  remain  precisely  as  at  present.  The  issuance 
of  bonds  by  the  individual  companies  or  by  the  railwa)rs'  corpora- 
tion would  follow  the  xisual  procedure. 

VI.     SXTIOCARY  OF  ADVANTAGES 

The  essential  principles  of  a  constructive  national  railroad  policy 
may  be  stated  as  follows: 

J.  The  friction,  discriminations,  and  conflicts  of  authority  in 
the  present  sjrstem  of  governmental  regulation  must  be  eliminated. 
Governmental  control  must  be  simplified,  and  the  requirements  that 
are  laid  upon  the  railroads  must  be  uniform  and  standardized 
throughout  the  whole  country. 

2.  Of  equal  importance  is  the  elimination  of  friction  and  con- 
flicts among  the  railroads  themselves.  This  can  be  accomplished 
only  by  a  thoroughgoing  co-ordination  of  the  railroads,  not  only 
in  their  terminal  and  line  connections,  but  also  in  equipment,  opera- 
tion, and  financial  management. 

3.  Another  essential  element  of  a  national  railroad  policy  is  the 
concentration  of  managerial  ability  and  responsibility  to  the  public 
in  the  same  men.  This  can  best  be  done  by  placing  upon  the  agents 
of  private  ownership  a  larger  meastire  of  authorized  public  respon- 
sibility than  they  bear  at  present. 

4.  Ftirther,  any  changes  that  are  made  must  be  made  strictly 
upon  the  basis  of  the  existing  organizations.  Nationalization  may 
be  accomplished  without  sacrificing  in  any  degree  the  advantages 
of  private  ownership. 

5.  Finally,  flexibility  and  freedom  of  action  must  be  preserved 
in  the  organization  to  enable  the  executive  power  to  meet  changing 
conditions  and  to  adopt  constructive  meastures  in  providing  for  the 
future  needs  of  trade. 

The  responsible  administrative  centralization  of  the  railways 
in  the  form  of  a  United  States  Railwajrs'  Corporation  would  embody 
these  principles.  Private  interest  in  sound  and  flexible  railway 
management  under  the  present  companies  would  be  preserved,  a 
superorganization  for  the  general  direction  of  the  railroads  would 
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be  created,  and  there  would  be  built  up  a  central  reserve  of  railway 
equity  and  financing  power.  This  would  assist  in  solving  the  prob- 
lem of  securing  adequate  facilities.  All  the  interests  of  the  stock- 
holders and  creditors  would  be  safeguarded,  the  premature  building 
of  parallel  routes  would  be  rendered  impossible,  and  the  rights  of 
communities  that  have  suffered  from  unsoimd  railroad  financing 
would  be  recognized  as  equal  to  the  rights  of  similarly  situated  com- 
munities that  have  prospered  with  the  aid  of  providently  managed 
railroads.  The  effective  correlation  of  railroad  administration 
would  take  into  account  the  fact  that  the  railway  net  is  essen- 
tially a  single  system,  clearing  through  the  same  terminals,  drawing 
upon  the  same  investing  public,  utilizing  the  same  equipment,  and 
having  a  claim  upon  the  best  methods  of  operation  to  raise  the 
standards  of  efficiency  and  service.  Railroad  co-ordination  would, 
above  all,  protect  the  right  of  the  public  to  have  in  the  transporta- 
tion system  a  national  instrument  adequate  to  the  needs  of  com- 
merce. 

A.  V.  Arragon 
Iowa  State  Collboe 
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In  a  discussion  of  the  methods  of  automobile  insurance  rate- 
making  it  is  essential  to  keep  in  mind  that  the  meastirement  of  risk 
in  every  branch  of  instirance  has  approached  its  present  status  by  a 
series  of  improvements  and  that  modem  methods  in  personal  and 
property  instirance  are  a  result  of  this  progress.  There  is  conse- 
quently no  anomaly  in  the  fact  that  in  automobile  instirance,  one  of 
the  yoimgest  branches  of  the  business,  a  satisfactory  sjrstem  of  rate- 
making  still  awaits  development.  The  automobile  was  of  com- 
paratively slight  importance  prior  to  1900;  in  the  census  of  1899 
its  manufacture  was  reported  only  as  a  part  of  the  wagon  and  car- 
riage industry.'  Motor-car  insurance  was  introduced  in  this  coim- 
try  in  the  same  year.  In  the  early  years  of  the  business,  fturther- 
more,  co-operation  was  rendered  impossible  by  the  competitive 
practices  of  many  companies.  Promiscuous  rate-cutting  was  a 
prominent  and  disturbing  feature  of  the  business,  and  it  was  not 
until  1910  that  the  predecessor  of  the  present  association  for  rating 
liability  and  property  damage  risks  was  formed.  Associated  action 
as  regards  fire  and  theft  rates  appears  to  have  been  initiated  only 
one  year  earlier.* 

I.      TWO  FORMS  OF  AUTOMOBILE  INSURANCE 

Two  practically  distinct  types  of  automobile  insurance  are 
written  in  the  United  States,  one  by  casualty  companies  and  the 
other  by  fire  and  marine  insurance  companies.  The  casualty  com- 
panies issue  "liability''  policies,  which  indemnify  the  insured  for 
his  legal  liability  to  others  for  their  personal  injuries;  "property 
damage"  policies,  covering  his  liability  for  damage  to  the  property 
of  others;  and  "collision"  instirance,  compensating  for  any  damage 
to  the  cars  of  the  instired  as  a  result  of  collision.  The  fire  and  marine 
companies'  policies  protect  the  instired  against  losses  from  fires, 

*  United  Slates  Census,  1910,  Vol.  X. 

*  InvesUgaiions  by  the  New  York  Insurance  Department  of  the  Automobile  Under' 
writers*  Conference  and  the  Workmen's  Compensation  Service  Bureau,  191 1  and  1913. 
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explosion,  lightning,  land  and  marine  transportation  perils,  and 
theft  or  robbery.  Property  damage  and  collision  insurance  are 
written  by  both  types  of  companies,  with  most  of  the  former  busi- 
ness going  to  the  liability  companies  and  most  of  the  latter  to  the 
fire  companies.  The  collision  insurance  contract  usually  consists 
of  an  endorsement  upon  a  liability  or  fire  and  theft  policy.  Com- 
plete automobile  coverage  in  a  single  policy  is  made  possible  by 
the  co-operation  of  companies. 

n.     ASSOCIATIONS  EMPLOYED  IN  RATE-MAKING 

The  rates  for  liability  and  property  damage  insurance  are  now 
made  by  the  National  Workmen's  Compensation  Service  Bureau, 
organized  in  1910.  Prior  to  this  date  they  were  made  by  the  Lia- 
bility Conference  and  by  companies  independently.  The  National 
Workmen's  Compensation  Service  Bureau  is  an  agency  for  the  pro- 
mulgation of  all  liability  and  compensation  rates,  a  portion  of  its 
attention  being  devoted  to  the  automobile  business.  Its  statisti- 
cians collect  and  prepare  the  data  for  rate-making,  and  their  con- 
clusions are  submitted  to  an  "Automobile  Committee."  While  no 
absolutely  accurate  statistics  exist,  it  is  probably  a  tolerably  correct 
estimate  that  85  per  cent  of  the  liability  business  is  done  by  com- 
panies which  adhere  to  Bureau  rates. 

For  the  purpose  of  rate-making  the  country  is  divided  into 
eleven  sections  as  follows:  (i)  Greater  New  York  territory; 
(2)  Chicago  and  St.  Louis  territory;  (3)  Boston  territory;  (4)  Phila- 
delphia territory;  (5)  Providence;  (6)  Baltimore,  District  of 
Columbia,  and  Pittsburgh;  (7)  Detroit,  Indianapolis,  and  Mil- 
waukee; (8)  St.  Paul  and  Minneapolis;  (9)  the  states  of  Alabama, 
Kentucky,  and  Tennessee;  (10)  Arkansas,  portions  of  various  other 
states,  and  certain  cities;  and  (n)  Arizona  and  other  states. 

Other  automobile  insiurance  rates,  including  those  for  collision, 
fire,  theft,  and  transportation  coverage,  are  made  by  the  associa- 
tions aflSliated  with  the  National  Automobile  Underwriters'  Con- 
ference. The  jurisdictions  of  these  sectional  conferences  are  shown 
on  the  accompanying  map  (Fig.  i).  The  committee  in  charge  of 
rates  is  composed  of  representatives  from  the  sectional  associa- 
tions.   This  enables  an  adjustment  to  local  conditions,  which 
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competition  has  rendered  of  prime  necessity  in  the  past,  but  which 
is  detrimental  to  uniformity. 

m.      LIABILITY,  PROPERTY  DAMAGE,  AND  COLLISION  RATES 

Automobiles  have  been  divided  for  purposes  of  rate-making  into 
four  groups:  private  pleasure  cars,  public  vehicles,  commercial 
motors,  and  manufacturers'  and  dealers'  cars.    The  term  "private 


New  EngUad  Conference 
Eastern  Conference 
Western  Conference 
Southern  Conference 
Pacific  Coast  Conference 


Fig.  I 


pleasure  car"  is  not  exact,  since  it  has  been  found  advisable  to 
include  in  this  group  cars  used  for  professional  and  other  work — ^for 
example,  doctors'  motors.  Public  motor  cars  include  livery  vehicles, 
taxicabs,  sightseeing  cars,  and  cars  of  the  private  pleasure  type  con- 
stantly or  occasionally  used  for  livery  purposes  or  rented.  Com- 
mercial vehicles  are  those  used  for  the  transportation  of  goods  or 
merchandise — another  definition  which  has  been  difiSicult  of  inter- 
pretation. Manufacturers'  and  dealers'  cars  comprise  those  driven 
primarily  for  demonstrating  or  testing  purposes  from  factories, 
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sales  agencies,  garages,  and  stations.  A  distinction  is  also  made 
between  gasoline-  and  electric-driven  cars.  Space  does  not  permit 
of  a  description  of  the  rating  methods  employed  for  each  of  these 
classes  of  vehicles,  and  attention  is  confined  to  private  pleasure 
cars  because  of  their  greater  number,  wider  distribution  of  owner- 
ship, and  consequent  greater  importance  in  rating  problems/ 

A.   LIABILITY  AND  PROPERTY  DAMAGE  RATES 

These  forms  of  insurance  have  had  common  bases  for  rate- 
making  and  may  be  considered  together.  The  factors  which  were 
assumed  to  be  of  consequence  in  the  establishment  of  rates  and 
capable  of  measurement  are  (i)  motive  power,  (2)  the  territory  in 
which  the  car  is  used,  and  (3)  horse-power. 

I.  Motive  power, — Electric  vehicles  have  alwajrs  enjoyed  lower 
rates  than  gasoline  cars  and  no  distinction  in  rates  on  the  former 
has  been  made  because  of  horse-power,  premiimis  being  charged  on 
a  straight  per-car  basis.  There  seems  to  be  no  reason  to  criticize 
this  discrimination  between  gasoline  and  electric  cars  or  the  per-car 
method  of  rating  the  electric  type.  Electric  cars  are  usually  capa- 
ble of  only  a  very  ordinary  rate  of  speed,  are  generally  more  con- 
servatively driven,  and  are  used  extensively  for  social  purposes. 
The  probability  of  frequent  and  severe  accidents  therefore  is  con- 
siderably lower  than  for  the  gasoline-driven  type.    Table  I  gives  a 

TABLE  I 
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60 

comparison  of  the  range  of  rates  on  gasoline  and  electric  vehicles  in 
Chicago  and  St.  Louis.  Whether  a  correct  premimn  ratio  exists 
between  these  two  classes  of  cars  is  an  unanswerable  question 

'  For  a  popular  description  of  rating  methods  for  liability,  property  damage,  and 
collision  insurance  on  public,  commercial,  and  manufacturers'  cars,  see  the  author's 
articles  in  Motor  Age,  March  23,  30,  April  6, 1916. 
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because  of  lack  of  data.  An  appreciation  of  the  statistical  situa- 
tion with  reference  to  gasoline  cars  will  make  apparent  the  diffi- 
culty of  arriving  at  equitable  rates  on  electrics,  for  these  are  far 
less  numerous  and  yield  a  more  limited  exposure. 

2.  Territory. — ^Rates  have  alwa)rs  been  based  upon  the  locality 
in  which  the  car  is  principally  used.  The  various  rate  territories 
have  previously  been  indicated,  and  for  the  purpose  of  illustrating 
the  influence  of  location  on  rates  of  premimn  a  few  jurisdictions  will 
suffice.  Table  II  shows  the  rates'  in  diflFerent  localities  oh  a  40- 
horse-power   gasoline   car.    Two   principal   considerations   have 


TABLE  n 

Liability 

Property  Damage 

Greater  New  York 

Chicago  and  St.  Louis 

Providence 

54.50 
54.50 
46.50 
46.50 
44.75 

$20.90 
16.65 

17. 2< 

Boston 

15.15 
11.20 

PhiMftlpViiV     

Baltimore  and  Pittsburgh. . 
Arizona 

brought  about  a  territorial  influence  on  rates:  the  great  differences 
in  traffic  conditions  in  various  cities  and  rural  districts,  affecting 
the  probability  of  injiuy  to  persons  and  property,  and  in  some 
instances  the  greater  damages  recoverable. 

3.  Horse-power. — ^The  third  factor  in  liability  and  property 
damage  rating  is  the  insurable  horse-power,  computed  by  the 
formula  of  the  Society  of  Automobile  Engineers,  the  premium  rate 
increasing  with  the  insurable  horse-power.  The  latter  may  differ 
considerably  from  the  advertised  or  actual  horse-power  of  the  car. 
Chicago  being  used  for  illustration,  Table  HI  shows  the  liability 
and  property  damage  rates  rising  with  the  horse-power  of  the  car. 

B.     CRITICISMS  OF  RATING  METHODS 

Within  recent  years  considerable  criticism  of  the  rate-making 
methods  employed  has  developed,  directed  against  all  three  of  the 

'  Rates  change  frequently,  of  course,  and  it  is  impossible  to  tell  how  long  the 
fllustiations  used  will  be  current. 
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fundamental  factors  upon  which  liability  and  property  damage 
rates  are  based. 

TABLE  in 
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76.50 
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1.  Motive  power. — Because  of  their  relatively  small  number 
little  attention  has  been  given  to  rates  on  electric  cars,  and  the 
problem  of  differentiation  in  premiimis  between  these  and  gasoline 
cars  has  never  attained  any  prominence.  The  principal  question 
is  whether  sufficient  experience  records  are  available  to  support  the 
rates  which  have  been  promulgated.  No  one  denies  that  the 
electric-motor  rates  should  be  less  than  those  for  gasoline  cars,  as 
shown  in  the  figures  dted,  but  the  proper  extent  of  difference  is 
disputable.  The  rate  schedules  indicate  that  the  electric-car  rates 
are  roughly  about  25  per  cent  of  those  on  40-horse-power  gasoline 
cars  in  Greater  New  York.  With  the  least  attempt  at  refinement 
of  anal}rsis,  however,  the  available  statistics  are  inadequate,  as  far 
as  can  be  ascertained;  rates  have  in  the  past  been  made  largely  on 
the  basis  of  underwriting  judgment. 

2.  Territory. — ^As  stated,  rates  have  varied  in  accordance  with 
the  locality  in  which  the  machine  was  principally  used.  Thus  the 
recent  public  liability  rate  in  Greater  New  York  territory  on  a 
40-horse-power  car  was  $17.00  higher  than  on  the  same  car  in 
Chicago,  and  the  property  damage  rate  in  the  former  territory 
exceeded  that  in  the  latter  by  $4 .  25.  It  is  undoubtedly  true  that 
by  reason  of  traffic  conditions  the  average  hazard  in  New  York  is 
greater  than  in  Chicago,  but  it  may  also  be  said  that  it  is  doubtful 
if  the  data  available  are  of  sufficient  scope  to  determine  the  extent 
to  which  New  York  rates  should  exceed  Chicago  rates.  The 
owner  of  an  automobile  in  New  York  may  admit  that  he  should 
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pay  a  higher  rate  than  the  owner  of  a  similar  car  in  Chicago,  but 
deny  that  he  should  be  charged  as  much  as  $17 .00  extra.  Thus 
far  the  companies  have  not  been  in  a  position  to  refute  his  denial 
by  the  production  of  statistical  proof  of  the  relative  extent  of 
hazard  in  the  two  localities.  ^In  brief,  the  problem  of  fixing  rates 
in  instirance  involves  the  statistical  problem  of  accumulating  suffi- 
cient experience  to  produce  dependable  averages.  The  present 
extent  to  which  this  has  been  accomplished  may  be  judged  by  the 
fluctuations  in  Chicago  rates;  the  public  liability  rate  on  a  40- 
horse-power  car  appears  to  have  been  $86 .00  in  December,  1913, 
and  to  have  successively  declined  to  $73 .50  in  the  early  part  of 
1915  and  to  $66 .  50  later  in  the  same  year.'  It  is  conceivable,  but 
not  probable,  that  this  decrease  is  partly  attributable  to  a  reduc- 
tion in  expense ;  the  greater  likelihood  is  that  a  considerable  margin 
of  safety  was  allowed  during  the  infancy  of  the  business  and  that 
later  experience  justified  a  decrease. 

The  making  of  rates  on  the  basis  of  the  locality  in  which  the 
car  is  supposed  to  be  principally  used  has  resulted  in  some  very 
peculiar  situations.  There  will  be  found  instances  of  two  persons 
living  in  dose  proximity  on  opposite  sides  of  the  imaginary  line 
bounding  a  rate  zone.  One  very  fortunately  lives  just  outside  the 
higher-rate  zone,  while  the  other  unfortunately  lives  just  inside 
this  zone.  As  a  concrete  illustration  an  owner  of  a  30-horse-power 
car  in  Port  Chester,  New  York,  would  pay  $50 .  50  for  public  lia- 
bility insurance,  while  an  owner  fortunate  enough  to  live  at  Green- 
wich, Connecticut,  four  or  five  miles  farther  from  New  York  City 
than  Port  Chester,  would  obtain  a  rate  of  $37 .  25.*  As  a  result  of 
such  a  sjrstem  of  rate-making  the  owners  of  motor  cars  who  found 
themselves  just  inside  the  higher  rate-zone  line  have  alwa)rs  been 
dissatisfied.  Some  allowance  in  rates  is  justifiable,  nevertheless, 
for  cars  operated  in  suburban  or  rural  territory,  and,  no  matter 
where  the  imaginary  zone  boundary  line  is  drawn,  persons  located 
just  within  it  will  strenuously  complain.    Some  territorial  grouping 

*  See  the  rate  schedules  of  1913  and  1915  and  the  New  York  Journal  of  Commerce, 
August  iS,  1915. 

'  Connecticut  is  said  to  have  enjoyed  at  one  time  a  rate  even  lower  than  the  one 
quoted. 
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must  continue  to  exist  and  individual  injustices  must  be  ignored 
so  that  substantial  equity  may  be  done.  It  would  seem  desirable, 
however,  that  some  method  be  devised  of  reducing  the  extent  of 
such  discrimination. 

3.  Horse-power. — ^Insurable  horse-power  as  a  factor  influencing 
rates  has  probably  received  greater  criticism  than  either  the  motive 
power  or  the  territorial  distinctions,  and  with  less  justification. 
The  most  powerful  and,  in  fact,  conclusive  criticism,  were  it  true, 
is  that  potential  horse-power  is  valueless  as  an  index  of  the  proba- 
bility of  injuring  persons  or  damaging  property  because  of  the 
legal  limitation  of  speed.  Thus  almost  any  private  pleasure  car 
can  attain  a  speed  of  30  miles  per  hotir  and  greater  speeds  are 
almost  universally  prohibited  by  law,  which,  it  is  argued,  places 
practically  all  cars  upon  an  equal  basis.  Two  methods  of  refuting 
this  contention  may  be  employed,  however.  In  the  first  place, 
the  mere  existence  of  a  law  regulating  speed  is  no  assurance  of 
its  enforcement.  Secondly,  probably  the  most  satisfactory  statis- 
tics for  automobile  rate-making  are  those  which  justify  the  horse- 
power basis.  The  accompanying  diagram'  (Fig.  2)  gives  a  picture 
of  the  liability  and  property  damage  experience  on  groups  of  cars 
of  varying  horse-power;  the  regularity  and  correlation  of  the 
curves  are  to  be  noted,  as  well  as  the  rising  loss  cost  with  the 
increase  in  horse-power. 

Another  adverse  criticism  of  the  horse-power  rating-basis  is  that 
high-power  cars  are  usually  also  expensive  cars  and,  as  such,  are  on 
the  average  more  carefully  driven,  among  other  reasons,  because 
of  the  employment  of  professional  chauffeurs.  While  there  is 
some  difference  of  opinion  on  this  matter  it  is  frankly  admitted 
by  those  interested  in  automobile  rates  that  it  would  be  desirable 
to  have  some  method  of  making  allowance  for  competent  operation, 
but  the  practical  difficulties  involved  appear  to  be  insuperable.  A 
car  is  driven,  not  only  by  the  chauffeur  employed,  but  also  by  the 
owner,  his  family,  relatives,  and  even  friends.  It  is  impossible  to 
devise  any  satisfactory  system  of  rating  drivers,  for,  even  assuming 
that  a  personal-rating  system  was  operative,  the  insurance  might 

<  The  figures  from  which  these  curves  were  constructed  are  purposdy  omitted, 
having  been  given  confidentially. 
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be  procured  by  one  person  and  the  driving  performed  by  another, 
or  fraud  readfly  practiced  by  means  of  assumed  names. 

Thirdly,  it  is  indicated  that  a  very  important  element  is  omitted 
from  the  bases  for  rates,  namely,  the  distance  the  car  is  run. 
Assuredly,  the  greater  the  mileage  covered  by  a  car,  the  greater  the 
possibility  of  accident,  and  the  higher  the  rate  should  be.    This  is 
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generally  acknowledged  as  a  correct  contention,  but  affords  another 
illustration  of  the  practical  difficulties  encoimtered  in  automobile 
insurance  rate-making.  Instances  of  falsifying  speedometer  records 
as  an  assistance  in  tire  claims  are  not  imknown,  and  until  a  mechan- 
ism which  cannot  be  tampered  with  or  destroyed  is  invented  the 
influence  of  mileage  will  remain  incalculable. 

Lastly,  it  is  to  be  noted  that  the  insurable  horse-power  used  as 
a  basis  for  rating  is  derived  from  the  formula  of  the  Society  of 
Automobile  Engineers,  which  takes  account  only  of  bore  and  of 
number  of  cylinders.    Because  of  differences  in  length  of  stroke  and 
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type  of  motor  this  formula  is  far  from  being  an  accurate  measure 
in  every  case  of  the  actual  power  of  an  engine.  Two  illustrations 
will  be  suflBident  to  demonstrate  this.  The  Ford  $360  car  and 
Hupmobile  $1,185  car  are  both  four-cylinder  motors  with  a  3}-inch 
bore  and  both  have  the  same  horse-power  rating.  The  former, 
however,  has  a  4-inch  stroke  as  compared  with  a  sJ-inch  stroke  for 
the  latter.  This  fact  necessarily  makes  some  difference  in  actual 
horse-power.  The  manufacturers  of  the  Hudson  claim  to  have 
increased  the  power  80  per  cent  over  the  former  engine  without  any 
increase  in  size  in  a  car  known  as  the  "Super-six."  Both  cars, 
however,  have  the  same  horse-power  rating. 

C.     COLLISION  INSURANCE 

In  collision  insurance,  which  indemnifies  for  damage  to  a  car  by 
collision  with  other  objects,  the  contract  usually  takes  the  form  of 
a  clause  indorsed  upon  a  liability  or  a  fire  and  theft  policy.  Two 
types  of  indorsements  are  in  use :  the  "  Twenty-five  Dollars  Deduct- 
ible Coverage"  and  "Full  Coverage"  clauses.  The  latter  places 
no  limit  upon  the  company's  liability,  while  imder  the  former  the 
insured  must  himself  bear  $25  of  any  loss.'  Because  of  the  pre- 
dominance of  small  losses  and  questionable  claims  the  "Full 
Coverage"  contract  is  considerably  more  expensive.  In  the  same 
collision  premium  class  (A)  full  coverage  costs  $63 .00  as  compared 
with  $28.00  for  deductible  coverage.  The  former  is  thus  almost 
prohibitive. 

I.  Basis  of  raies. — Collision  insurance  rates  on  private  pleasure 
cars  are  based  upon  the  list  price  of  the  car.  According  to  its  list 
price  the  car  is  placed  in  one  of  a  number  of  classes  lettered  from  A 
to  Z,  the  former  representing  the  lowest  list-price  class.  Rates 
for  all  territories  are  the  same  and  for  deductible  coverage  range 
from  $28.00  to  $200.00.  This  system  presupposes  that  the 
extent  of  damage  from  collision  is  likely  to  vary  with  the  expen- 
siveness  of  the  car.  For  example,  the  scraping  of  the  poor  finish  on 
the  side  of  a  cheap  car  would  be  negligible,  while  it  would  detract 
considerably  from  the  value  of  a  costly,  highly  finished  machine. 

'Another  variety  exists  similar  in  principle  to  the  "memorandum"  clause  in 
marine  insurance. 
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2.  CrUicism. — ^The  principal  criticism  of  the  collision  rate  system 
is  that  the  list-price  basis  causes  the  higher-priced  cars  to  pay  exces- 
sive rates.  It  is  argued  that  these  cars  usually  have  their  hazard 
considerably  reduced  by  the  fact  that  they  are  ordinarily  better 
driven  and  have  less  hard  usage.  This  brings  up  again  the  problem 
of  rating  drivers,  with  all  its  practical  impossibilities.  Another 
defect  is  that  no  consideration  is  given  to  the  variation  in  the 
accident  rate  with  different  localities. 

IV.      FIRE  AND  THEFT  INSURANCE 

A.  DEJUMlTiON 

Insurance  on  motor  cars  written  by  fire  and  marine  insurance 
companies  provides  indemnity  for  losses  incurred  from  fire,  explo- 
sion, lightning,  land  and  marine  transportation  perib,  and  theft. 
Collision  insurance  is  also  furnished  by  these  companies  by  the 
indorsement  of  a  collision  clause. 

B.  R/ITE  BASES 

1.  Territory. — For  purposes  of  rate-making  the  country  is  under 
the  jurisdiction  of  a  number  of  conferences  which  are  members  of 
the  national  conference.  Their  territories  were  previously  shown. 
Largely  because  of  local  conditions,  including  competition  and  the 
failure  to  combine  experience,  the  rates  for  the  various  conferences 
are  not  imiform.  Thus  on  the  same  type  of  car  the  rate  for  "non- 
valued  "  fire,  theft,  and  transportation  coverage  in  Chicago  is  $3 .  50, 
on  the  Pacific  Coast  $2 .  25,  and  in  Eastern  and  New  England  Con- 
ference territory  $2 .  50  for  each  hundred  dollars  of  insurance.  The 
fire  and  theft  rate  on  similar  cars  in  Virginia  is  $3 .00  and  in  other 
Southern  territory  $3.25.  Texas  and  Mississippi  are  virtually 
exempt  from  Conference  authority  because  of  the  existence  of  anti- 
compact  legislation. 

2.  List  price, — Cars  are  grouped  according  to  list  price  in  lettered 
classes,  Class  E  including  cars  listed  at  $799  and  imder;  Class  D> 
cars  listed  at  from  $800  to  $1,399;  ^^'^  ^^s  to  Class  A,  comprising 
cars  at  $3,500  and  over.  Class  E  rates  are  the  highest,  $5 .00  for 
this  year's  model  in  Chicago  territory;  Class  D,  $3.50;  Class  C, 
$3.00;  Class  B,  $1.75;  Class  A,  $1.50.    Class  D  cars  will  be  used 
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for  purposes  of  illustration  here.  The  list-price  basis  has  been 
employed  on  the  assumption  that  the  more  valuable  the  car  the 
better  the  care  taken  of  it,  the  smaller  the  moral  hazard,  and  the 
more  insignificant  the  danger  of  theft.  The  comparatively  great 
theft  loss  on  common  cars  of  low  price,  which  can  be  readily  dis- 
posed of  with  few  questions  asked,  is  too  well  known  to  require 
more  than  mention. 

3.  Model. — The  rates  quoted  above  are  all  on  cars  of  this  and 
next  3^ear's  model;  the  older  the  car,  the  higher  the  rate.  Thus 
cars  of  this  year's  model  are  rated  at  $3 .  50  in  Chicago,  last  year's 
models  at  $4.00,  and  those  older  than  three  years  at  $5.75.  In 
addition,  the  amount  of  instirance  on  cars  more  than  six  months  old 
is  limited.  In  Chicago  Class  D  cars  from  six  to  eighteen  months 
old  are  not  insured  for  more  than  60  per  cent  of  the  original  list 
price,  and  models  three  years  old  and  more  for  not  more  than 
30  per  cent  of  the  Ust  price.  The  following  assumptions  underlie 
this  method:  (i)  the  physical  hazard  is  affected  by  the  price  of  the 
car  because  the  cheaper  the  car,  the  poorer  the  construction;  (2)  on 
cheaper  cars  an  imintentional  moral  hazard  is  created  by  lack  of 
care;  and  (3)  the  value  of  the  automobile  is  supposed  to  be  an 
index  of  the  financial  condition  of  the  owner.  The  restriction  as 
to  the  amount  of  insurance  on  cars  of  other  than  the  present  model 
is  imperative  because  of  the  peculiarly  rapid  depreciation  on  auto- 
mobiles. A  car  is  said  to  lose  25  per  cent  of  its  value  as  soon  as  it 
leaves  the  salesroom,  and  within  a  few  years  it  may  not  be  worth 
one-third  of  its  original  cost.  The  underwriters  must  necessarily 
guard  against  insuring  for  a  greater  sum  than  a  car  would  bring 
second  hand;  otherwise  a  moral  hazard  would  be  created. 

4.  New  and  second-hand  cars. — ^The  remarks  just  preceding  apply 
also  to  the  distinction  made  in  rates  between  new  and  second-hand 
cars.  On  a  Class  D  car  of  this  year's  model  instired  within  six 
months  of  time  of  purchase  by  the  original  owner  the  rate  in  Chicago 
is  $3 .  50,  while  a  person  acquiring  the  car  from  the  original  owner 
would,  under  similar  circumstances,  be  charged  $3 .60. 

5.  The  companies  differentiate  between  electric  and  gasoline 
cars.  Thus  on  the  Class  D  gasoline  car  just  mentioned  the  rate  was 
$3-50,  while  similar  insurance  would  be  given  on  an  electric 
vehicle  for  $1 .00. 
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C.     CEITICISIC  07  SATES 

The  criticism  of  fire  and  theft  rates,  briefly  stated,  is  on  grounds 
of  the  lack  of  statistical  support  and  consequent  inability  on  the 
part  of  the  public  to  ascertain  whether  the  rates  are  just  and 
equitable  or  exorbitant  and  discriminating.  In  191 1  an  investiga- 
tor of  the  New  York  Insurance  Department  stated:  ^^As  yet  the 
Conference  has  gathered  no  statistics,  nor  does  there  appear  to  be 
a  clearly  defined  plan  as  to  the  nature  of  the  statistics  to  be  gathered 
or  the  methods  to  be  employed  in  gathering  them.  Such  rates  as 
were  originally  adopted  and  the  changes  that  were  subsequently 
made  in  them  appear  to  be  based  rather  upon  'underwriting  judg- 
ment' than  upon  actual  figures  obtained  from  the  different  com- 
panies writing  this  class  of  business."  In  191 7  a  sunilar  rq>ort' 
stated  that  ''none  of  these  rates  were  based  upon  statistics 
gathered  for  the  purpose,  although  the  experience  of  individual 
companies  was  used.  And  there  are  no  records  or  statistics  in  the 
files  of  the  conference  which  would  indicate  whether  these  rates 
were  equitable  or  just." 

It  is  not  necessarily  to  be  inferred  that  the  described  deficiencies 
in  rating  have  been  brought  about  by  design.  In  nearly  every  form 
of  insurance  a  beginning  had  been  made  with  a  rough  grouping  such 
as  is  evident  in  automobile  rating,  and  in  some  cases  with  a  much 
cruder  system.  The  complaint  which  the  public  may  justly  urge 
with  the  greatest  force  is  the  lack  of  co-operation  which  has  existed 
among  the  companies  in  the  past.  More  or  less  imrestrained  com- 
petition not  only  made  combined  experience  difficult  to  obtain,  but 
frequently  caused  the  published  rates  to  be  merely  nominal.  The 
defects  of  the  system  are  obvious,  and  imtil  some  constructive, 
rather  than  critical,  ideas  are  advanced  little  improvement  can  be 
expected. 

V.     PROPOSED  MODIFICATIONS  IN  AUTOMOBILE  RATE-MAKING 

It  is  evident  from  what  has  been  said  that  two  modifications  in 
the  methods  which  have  been  employed  in  making  rates  are  desir- 
able, the  first  involving  the  statistical  problem  of  accumulating  and 
handling  experience  data,  and  the  second  consisting  of  an  improved 

*  Reports  on  ExaminaUons  of  the  Automobile  Underwriters*  Conference,  New  York 
Insuranu  Department,  191 1  and  191 7. 
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theoretical  basis  for  rate-making.  Steps  are  now  being  taken  to 
improve  the  statistical  basis  for  rates,  but  the  solution  of  the  second 
problem  is  progressing  slowly,  if  at  all. 

A.     PLANS  rOK  TE[£  COLLECTION  OF  EXPERIENCE 

A  large  volume  of  dependable  data  being  a  necessity,  the  statis- 
ticians of  the  National  Workmen^s  Compensation  Service  Bureau 
have  prepared  a  method  for  the  collection  and  reporting  of  experi- 
ence by  its  member  companies  imder  standard  rules  of  procedure, 
a  call  to  be  made  for  this  material  in  the  early  part  of  1919.  Varia- 
tions in  methods  of  compilation  have  hitherto  created  difficulties, 
even  in  dealing  with  what  data  were  obtainable.  Under  the  pro- 
posed system,  which  goes  into  effect  for  the  policy  year  1917,  all 
experience  data  are  to  be  based  upon  the  year  of  issue  of  the  policy, 
regardless  of  the  time  of  receipt  of  the  premium  or  the  payment  of 
loss.  Because  of  the  fact  that  some  policies  are  not  written  imtil 
the  latter  part  of  1917,  it  will  be  necessary  to  wait  until  December, 
1918,  before  turning  in  all  1917  experience.  Even  then  there  will 
be  outstanding  losses  to  be  considered,  for  liability  suits  sometimes 
require  considerable  time  for  adjustment  or  decision.  The  com- 
panies may  adopt  any  method  they  see  fit  in  compiling  the  informa- 
tion required,  but  reports  to  the  Bureau  must  be  in  accordance  with 
the  prescribed  plan. 

Difficulty  has  been  experienced  because  of  the  methods  followed 
by  some  companies  in  treating  insurance  for  a  fraction  of  a  year. 
The  new  plan  provides  a  imit  of  a  "car  year"  and  requires  that 
insurance  for  less  than  twelve  months  be  reported  as  a  correspond- 
ing fraction  of  a  car  year.  Thus  one  car  insured  for  six  months 
would  be  reported  as  five-tenths  of  a  car  in  liability  and  property 
damage  insurance.  In  collision  insurance  risks  of  less  than  one 
year  are  to  be  reported  as  fractions  of  the  list  price;  thus  one 
month's  insurance  on  a  $1,200  car  would  be  reported  as  $100  of 
insurance.  It  was  deemed  best  in  collision  insurance  not  to 
attempt  to  collect  two  kinds  of  exposure — ^list  price  and  number  of 
cars — and  the  latter  is  consequently  made  optional  with  the  com- 
panies, although  advised  by  the  Bureau. 

Under  this  plan  it  will  be  necessary  for  the  members  to  furnish 
the  Bureau  with  the  exposxire,  premiums,  and  losses,  together  with 
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such  a  description  of  the  risk  as  will  enable  segregation  of  the  data 
according  to  (i)  form  of  coverage,  whether  liability,  property  dam- 
age, or  collision  insurance;  (2)  t3rpe  of  car,  whether  private  pleasure, 
private  pleasure  occasionally  conmiercial,  commercial,  livery,  pub- 
lic other  than  livery,  manufacturers'  and  dealers'  on  named- 
chauflFeur  or  spedfied-car  basis,  or  manufacturers'  and  dealers'  on 
pay-roll  basis;'  (3)  motive  power,  whether  gasoline,  steam,  or 
electric;  and  (4)  classification  of  the  car  according  to  horse-power 
groups  in  liability  and  property  damage  insurance,  and  according 
to  list-price  groups  in  collision  insurance. 

Experience  for  the  coimtry  as  a  whole  is  to  be  reported  so  as  to 
permit  of  complete  analysis  as  reported  above.  In  addition  it  is 
necessary  to  require  that  data  be  reported  by  individual  states  and 
territorial  divisions  to  permit  adjustments  of  rates  with  reference 
to  the  relative  hazard  of  the  different  rate  groups.  Inasmuch  as 
the  detailed  analysis  of  experience  proposed  for  the  coimtry  as  a 
whole  would,  in  the  case  of  a  single  state,  reduce  the  exposure  below 
the  volume  necessary  for  an  ayprage,  it  is  planned  to  collect  data 
by  territorial  groups  in  accordance  with  only  the  first  three  sub- 
divisions named  (form  of  coverage,  type  of  car,  and  motive  power), 
omitting  classification  of  cars  within  the  type. 

It  would  then  be  possible  to  construct  a  system  of  rate-making 
similar  to  the  differential  plan  employed  in  compensation  insurance^ 
or  the  method  followed  in  the  fire  insurance  "Experience  Grading  and 
Rating  "  schedule.^  Under  this  plan  it  is  assimied  that  any  relations 
which  may  be  developed  from  an  analysis  of  national  experience  as 
regards,  for  instance,  horse-power  groups  or  list-price  groups  will 
hold  true  also  for  individual  states,  cities,  and  territorial  rate 
groups,  it  being  impossible  to  derive  such  relations  from  the  terri- 
torially classified  data  because  such  data  will  not  provide  a  suffi- 
cient exposure  under  each  group.  Thus  if  national  experience  shows 
that  liability  rates  on  cars  of  from  31  to  40  horse-power  should  be 
2  per  cent  higher  than  rates  on  the  21-  to  30-horse-power  group,  it 
may  be  assxmied  that  this  ratio  is  also  equitable  within  any  particular 

'  It  will  be  noted  that  the  classifications  of  type  of  car  have  been  increased  from 
four  to  six. 

'  See  C.  £.  Scatteigood,  SytOhesis  of  Rates  for  Workmen's  Compensation, 
3  £.  G.  Richards,  Experience  Grading  and  Rating  Schedule,  New  York,  1915. 
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territory.  Probably  in  each  particular  rate  group  the  number 
of  insured  31-  to  40-  and  21-  to  40-horse-power  cars  would  be 
found  insufficient  for  a  dependable  average.  Likewise  it  will  be 
assumed  that  if,  from  the  individual  territorial  groups'  experience, 
it  can  be  determined  that  private  pleasiure  cars  in  Greater  New 
York  should  be  charged  more  than  the  same  cars  in  Chicago,  this 
will  hold  true  of  all  cars,  regardless  of  their  horse-power.  This  is 
merely  an  application  of  the  statistical  principle  that  no  average 
should  be  based  upon  insufficient  data. 

A  code  has  been  prepared  to  enable  the  companies,  if  they 
desire,  to  make  use  of  pimched  cards  in  connection  with  the 
Hollerith  or  Powers  sorting  and  tabulating  machines. 

The  plan  for  collecting  uniform  liability,  property  damage,  and 
collision  insurance  experience  having  been  described,  little  space 
need  be  devoted  to  the  National  Automobile  Underwriters*  Con- 
ference plan  for  fire  and  theft  insurance,  which  is  very  similar. 
Insurance  written  and  losses  are  to  be  reported,  with  details  as  to 
location  of  the  risk,  by  states  or  cities;  type  of  coverage,  whether 
fire,  theft,  transportation,  or  a  combination  of  these  coverages,  and 
whether  written  on  a  valued  or  non-valued  form;  year  of  model, 
whether  next  year's,  thfa  year's,  last  year's,  etc.;  make  of  car;  list- 
price  class;  motive  power;  ownership,  whether  new  or  second-hand; 
use  of  car,  whether  private  pleasure,  livery,  etc. ;  presence  of  safety 
appliances,  etc.  With  this  information  available  it  would  be  pos- 
sible to  proceed  to  construct  fire  and  theft  rates  in  accordance  with 
the  principles  described  imder  the  liability,  property  damage,  and 
collision  plan. 

B.     SUGGESTED  CHANGES  IN  UASniTY  AND  PSOPERTY  DAICAGE  RATING 

It  is  a  difficult  matter  to  propose  changes  in  existing  rate-making 
methods  which  meet  practical  conditions,  but  the  attempt  may  be 
made  with  the  hope  that  the  inevitable  criticisms  will  themselves 
be  productive  of  improvements.  It  will  appear  to  anyone  from  a 
study  of  automobile  rates  that  modifications  are  desirable  which 
would  produce  (i)  a  reduction  of  discriminations,  which  are  un- 
avoidable imder  the  present  territorial  divisions,  (2)  a  consideration 
of  certain  admitted  factors  of  hazard,  which  at  present  have  no 
influence  on  rates,  and  (3)  a  system  of  equitably  allocating  expenses. 


Digitized  by 


Google 


AUTOMOBILE  INSURANCE  RATES  S77 

I.  The  defect  of  the  present  system  of  rating  is  that  at  the 
boundary  line  of  the  state  or  other  territorial  division  the  rates 
change  much  more  abruptly  than  hazards.  The  same  trouble,  for 
example,  would  ensue  in  the  parcel-post  system  if  a  flat  rate  existed 
outside  of  the  local  zone,  or  in  the  express-rate  sjrstem  if  the  blocks 
were  too  few  in  nimiber.  One  method  of  reducing  the  inequity  of 
such  abrupt  transitions  in  automobile  insurance  would  be  to  increase 
greatly  the  number  of  rate  zones  without  reducing,  below  a  point 
sufficient  for  an  average,  the  exposure  upon  which  rates  are  based. 
It  is  believed  that  this  might  be  done  without  such  fatal  result  and 
without  enormously  increasing  the  necessary  number  of  rate  sched- 
ules by  the  following  method: 

Every  large  city  in  the  United  States  of  over  55,000  inhabitants 
should  be  considered  as  the  center  of  a  series  of  rate  zones,  the  city 
itself  (approximately)  forming  the  highest  of  these  zones.  It  would 
then  be  necessary  to  obtain  a  basis  rate  for  liability  and  property 
damage  insiurance  for  each  of  these  cities — ^a  rate  which  would  cover 
merely  the  losses  incurred,  or,  in  other  words,  provide  the  amoimt 
actually  returned  to  policy-holders.  Such  a  rate  is  obtainable  by 
comparing  the  ratio  of  losses  to  exposure  on  all  private  pleasiure 
cars  in  the  particular  city  with  the  ratio  of  losses  to  exposure  over 
the  entire  United  States.  The  particular  dty's  rates  would  then  be 
in  proportion  to  the  average  rate  of  the  United  States  as  its  loss 
ratio  is  to  the  average  loss  ratio  of  the  United  States.  Thus,  to 
use  figures,  if  the  Greater  New  York  liability  loss  is  on  the  average 
$40 .00  per  car  insured  twelve  months,  while  the  average  loss  in  the 
United  States  is  $30.00  per-car  year,  the  rates  in  New  York  will 
be  133  per  cent  of  the  average  rates  of  the  United  States. 

It  would  seem  from  this  that  it  would  be  necessary  to  construct 
a  vast  niunber  of  rate  schedules  in  order  to  cover  all  the  large  dties 
in  the  United  States.  Two  facts  operate,  however,  to  reduce  the 
apparent  magnitude  of  the  task.  First,  the  niimber  of  cities  of 
over  55,000  inhabitants  in  the  United  States  is  only  about  100, 
according  to  the  1910  census.  Secondly,  while  it  may  be  necessary 
for  a  time  to  carry  nearly  100  schedules,  this  niunber  may  be 
considerably  reduced  if  a  reasonable  coincidence  of  experience  is 
discovered  among  these  cities,  which  will  permit  of  grouping. 
Grouping  may  also  be  necessary  where  insufficient  exposure  is  found. 
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There  still  remain  tx>  be  considered  the  cities  of  less  than  55,000 
inhabitants.  These  are  so  numerous  and  the  possible  exposure  in 
each  is  so  small  that  the  construction  of  separate  rate  schedules  for 
them  is  impossible.  Consequently  they  will  be  grouped  in  a  class, 
and  a  rate  made  for  the  class  in  the  same  manner  that  a  rate  was 
arrived  at  for  the  larger  cities.  This  wiU  not  do  absolute  justice 
among  such  smaller  cities  and  towns,  inasmuch  as  a  city  of  50,000 
will  obtain  a  rate  equally  low  with  a  town  of  5,000,  but  it  will  be 
100  per  cent  superior  to  the  present  system,  under  which  a  dty  of 
100,000  and  one  of  5,000  frequently  find  themselves  on  equal  terms. 

We  have  now  to  consider  the  territory  outside  of  cities,  including 
suburban  and  rural  districts.  It  is  proposed  that  each  of  the  cities 
be  considered  as  siuroimded  by  a  series  of  concentric  circles,  with 
the  geographic  center  of  the  city  as  a  conmion  center,  the  circum- 
ferences of  the  circles  being  considered  as  the  boundary  lines  of 
rate  zones.  Thus,  using  New  York  as  an  illustration,  the  greater 
part  of  the  dty  would  be  circumscribed  by  a  line,  say,  25  miles  dis- 
tant at  all  points  from  the  dty's  geographical  center  and  forming 
a  drde  50  miles  in  diameter.  All  cars  within  this  zone  would  take 
the  Greater  New  York  rates,  which  will  vary  of  course  with  the 
horse-power.  Outside  of  it  would  appear  another  imaginary  drde 
with  a  diameter  of,  say,  55  miles,  and  all  cars  between  the  circum- 
ference of  this  drde  and  the  one  first  mentioned  would  take  a  rate 
which  would  be  a  percentage  of  the  rate  for  the  dty  zone  and  lower 
than  the  latter  by,  say,  5  per  cent.  It  may  be  assumed  with  some 
degree  of  equity  that,  beyond  a  certain  point,  the  farther  a  car  is 
kept  from  the  dty,  the  less  it  will  be  used  within  the  dty  limits. 
The  loss  experience  of  a  number  of  larger  dties  might  be  used  to 
determine  upon  a  statistical  basis  what  the  percentages  of  the 
various  zones  should  be,  and  their  diameters.  There  would  be 
many  cases  in  which  the  location  of  the  automobile  would  fall 
within  two  zones  of  diflEerent  dties,  and  under  such  circumstances 
the  higher  rate  of  the  two  would  be  charged. 

Such  a  system  of  adjusting  rates  to  location  would  have  the 
following  points  in  its  favor: 

a)  The  assmnptions  upon  which  it  is  based  may  be  more  readily 
defended  upon  theoretical  groimds,  admitting  of  some  explanation 
to  the  insured  of  the  causes  of  rate  differences. 
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b)  It  would  lessen  the  effect  of  discriminations  which  inevitably 
result  from  the  present  territorial  divisions,  such  as  a  distance  of  a 
half-mile  causing  a  $5 .00  difference  in  property  damage  rates  or  a 
$23 .00  difference  in  liability  rates. 

c)  It  would  eliminate  the  anomaly  of  dties  with  5,000  and 
100,000  inhabitants  having  the  same  rates. 

2.  Some  consideration  should  be  given  to  certain  factors  of 
hazard  which  now  have  no  influence  on  rates,  such  as  (i)  mileage 
covered  and  (2)  competent  driving.  We  reach  the  general  conclu- 
sion regarding  these  factors,  however,  that  a  nimiber  of  desired 
results  in  rate-making  are  unattainable  or  are  not  worth  the  trouble 
involved. 

3.  Finally,  some  method  of  accurately  ascertaining  the  expense 
involved  in  connection  with  all  forms  of  automobile  insurance  is 
necessary.  The  public  is  entitled  to  know  that  each  line  of  coverage 
is  bearing  its  equitable  portion  of  the  total  cost  of  doing  business. 
Considerable  criticism  of  the  percentage  of  premiiuns  devoted  to 
expenses  exists  and  has  even  led  to  the  establishment  of  so-called 
automobile  mutuals.  A  more  fimdamental  inquiry,  however,  is 
whether  automobile  insurance  is  being  charged  with  more  than  its 
share  of  total  expenses,  and  whether  liability  and  property  damage 
insurance  are  each  bearing  their  appropriate  portions  of  the  expense 
burden.  This  question  has  already  been  discussed  by  an  able 
writer  on  casualty  insurance,'  who  has  proposed  an  efficient  cost 
system  for  companies  writing  multiple  lines.  His  plan  is  described 
for  the  benefit  of  those  companies  "transacting  multiple  lines  of 
insurance  which  desire  ....  enlightenment  and  guidance  to 
ascertain  as  close  an  approximation  as  possible  to  the  true  cost  of 
conducting  each  of  its  lines."  This  expense  problem  appears  to  be 
second  in  importance  only  to  the  improvement  in  methods  of  ascer- 
taining pure  premiiuns  in  automobile  insurance. 

Robert  Riegel 
Univexsity  07  Pennsylvania 

*C.  E.  Scatteigood,  "Cost  Accounting  in  Casualty  Insurance/'  Proceedings  of 
Casualty  Actuarial  and  Statistical  Society^  Vol.  11,  Part  II,  No.  5. 
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,  MEDICAL  BENEFITS  UNDER  WORKMEN'S 
COMPENSATION.    I 

Perhaps  in  no  one  branch  of  legislation  have  efforts  toward 
uniformity  been  so  persistent  and  at  the  same  time  so  futile  as  in 
workmen's  compensation.  From  the  very  first,  even  long  before 
any  acts  had  been  passed,  during  the  stage  of  preliminary  study 
by  conunissions  many  conferences  were  held,'  and  at  present  an 
organization  of  governmental  institutions  created  to  administer 
the  laws*  offers  a  convenient  medium  for  comparison  of  differ- 
ences. In  addition,  many  private  organizations  of  attorneys*  of 
labor,  of  social  reformers,^  of  employers,*  and  of  political  parties* 
have  formulated  comprehensive  standards  for  such  uniformity — all 
differing  widely  of  course  in  accordance  with  the  particular  views 
and  interests  represented.  Nevertheless  actual  legislation  enacted 
is  of  such  bewildering  variety  that  hope  for  imiformity  seems 
farther  removed  now  than  it  was  seven  years  ago. 

This  variety  makes  the  study  of  this  (as  well  as  many  another) 
branch  of  legislation  extremely  difficult,  and  for  this  reason  alone 
it  may  appear  to  the  student  as  an  unmitigated  evil.  Yet  it  is  a 
trite  observation  that  legislation  is  not  enacted  for  the  convenience 
of  the  student  of  law  and  economics.  If  everybody  could  only 
agree  as  to  the  proper  standards  of  legislation,  every  deviation  from 

'  See  Atlantic  City  Conference  on  Workmen's  Compensation,  July  29-31,  1909; 
Proceedings  of  ike  Third  National  Conference  on  Workmen's  Compensation  for  Industrial 
Accidents,  Chicago,  June  10, 19 10;  Proceedings  of  Conference  of  Commissions  on  Com" 
pensationfor  Industrial  Accidents,  Chicago,  November  10-12,  1910. 

'  National  Association  of  Workmen's  Compensation  Boards,  organized  in  1914. 

*  Conference  of  Commissioners  on  Uniform  State  Laws,  1913. 

*  Standards  of  Workmen's  Compensation  Laws.  By  the  American  Association  for 
Labor  Legislation,  19 14. 

*  Tentative  draft;  memorandum  of  suggestions  upon  main  provisions  requisite 
to  an  adequate  compulsory  Workmen's  Compensation  Law.  Issued  by  the  National 
Civic  Federation,  December  i,  1914.  National  Association  of  Manufacturers  Fif- 
teenth Annual  Convention,  New  York,  May  16-18, 1910. 

*  Standards  of  Workmen's  Compensation.  Prepared  for  the  Committee  on  Social 
and  Industrial  Justice  of  the  Progressive  National  Service,  New  York,  1915. 
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such  standards  might  be  readily  characterized  as  an  error.  But  no 
such  agreement  exists  at  present.  The  existing  variety  at  least 
offers  an  opportunity  for  free  experimentation,  and  if  the  assump- 
tion be  justified  that  the  goodness  of  the  good  law  (as  well  as  the 
badness  of  the  bad  law)  may  be  demonstrated  in  its  application,  the 
variety  offers  an  opportunity  for  comparisons  the  effect  of  which 
should  be  a  wholesome  tendency  toward  improvement  of  all  the 
acts.  The  law  enacted  in  New  Jersey  in  191 1  and,  notwithstanding 
many  amendments,  practically  imchanged  since  then,  has  perhaps 
more  than  any  other  been  supported  as  the  "best  act,^*  the  one  that 
particularly  satisfied  all  parties  concerned.  More  than  any  other 
act  it  has  influenced  subsequent  legislation,  perhaps  because  it  is 
the  oldest  of  them.  As  a  matter  of  fact,  however,  it  is  probably 
the  least  generous  and,  with  one  or  two  exceptions,  the  least  just.' 

If  the  essential  purpose  of  a  compensation  law  is  not  to  relieve 
courts,  nor  to  prevent  waste  of  insurance  premiums,  nor  to  establish 
peace  between  capital  and  labor,  but  to  do  what  its  official  designa- 
tion indicates,  namely,  to  compensate  the  injured  workman  or 
his  dependents,  then  it  evidently  follows  that  the  crucial  point  by 
which  a  compensation  law  is  to  be  judged  is  the  degree  in  which  it 
succeeds  in  accomplishing  this  purpose.  The  law  must  be  tested 
by  its  compensation  scale. 

Unfortunately,  for  various  reasons,  other  features  of  the  act 
have  caused  most  discussion — constitutional  and  legal  features, 
especially  during  the  earlier  stages  of  the  compensation  movement 
when  the  constitutionality  of  compensation  was  seriously  disputed. 
Later  the  inevitably  higher  cost  of  compensation  as  compared  with 
the  old  employers'  liability  (though  not  nearly  so  much  higher  as 
was  assumed)  created  the  movement  for  state  insurance  for  the 
purpose  of  reducing  the  cost  through  elimination  of  profits,  elimina- 
tion of  the  selling  cost,  or  even  through  a  substantial  subsidy  from 
the  public  treasury  to  the  cost  of  conducting  the  insurance  business. 
Depending  upon  the  views  of  the  critics,  the  Washington  law  or  the 
New  Jersey  law  was  declared  to  be  the  best  or  the  worst  law  in  the 

*  See  Three  Years  under  the  New  Jersey  Worhmen's  CompensaUon  Law,  Pub- 
lished by  the  American  Association  for  Labor  Legislation,  1915.  See  also  American 
Lobar  LegiskUian  Renew,  V,  No.  i. 
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country,  because  one  established  compulsory  state  insurance  and 
the  other  left  an  entirely  free  field  to  the  enterprise  of  private 
insurers,  though,  as  a  matter  of  fact,  both  acts  are  grossly  inade- 
quate in  the  provision  they  make  for  the  injured  employee. 

The  constitutional,  administrative,  and  insurance  features  of 
the  various  compensation  acts  are  far  from  being  settled.  Never- 
theless the  time  has  come  for  a  careful  study  of  the  essential,  organic 
provisions  of  the  acts,  as  their  effects  upon  the  economic  status  of 
the  working  class  are  beginning  to  be  felt. 

In  a  recent  comprehensive  study  of  "The  Field  of  Workmen's 
Compensation  in  the  United  States"'  Professor  Willard  C.  Fisher 
properly  emphasizes  the  greater  importance  of  adequacy  as  com- 
pared with  imiformity  of  these  laws.  It  is  evident,  however,  that, 
barring  differences  of  verbiage  or  administrative  details,  absence 
of  imiformity  necessarily  presupposes  absence  of  adequacy  in  some 
acts,  since  it  may  be  safely  assumed  that  definitely  excessive 
standards,  as  compared  with  the  economic  loss  sustained,  can 
hardly  be  expected.  "It  is  obvious,"  says  Professor  Fisher,  "that 
something  like  uniformity  of  scope,  uniform  adequacy  of  scope,  is 
more  important  than  any  imiformity  of  awards,  more  important 
for  the  employer,  for  the  employed,  and  for  any  who  may  be  affected 
through  these."  In  support  of  this  view  Professor  Fisher  quotes 
the  incontravertible  consideration  that  "while  it  is  far  from  being 
a  matter  of  indifference  to  an  injured  workman  or  his  widow  whether 
an  award  was  at  $io  a  week,  or  at  $13.33,  still  to  have  at  least  the 
$10,  rather  than  nothing,  or  nothing  but  a  right  of  action  against 
an  employer,  is  the  great  advantage." 

The  argument,  while  true,  has  its  limitations.  Evidently  the 
difference  between  the  adequate  and  the  actual  amoimt  may  be  so 
great  that  it  becomes  a  matter  of  very  great  importance.  In  the 
case  of  one  western  state,  for  instance,  the  compensation  act  came 
very  near  being  adopted  with  a  provision  placing  a  maximimi  limi- 
tation of  $7 .  20  a  week,  which  would  be  a  matter  of  grave  concern  to 
a  permanently  crippled  employee  with  a  large  family. 

In  comparison  with  "nothing"  even  $7.20  a  week  may  appear 
a  competence.    But  the  value  of  a  "right  of  action  against  the 

'  American  Economic  Reriew,  V,  No.  2  (June,  1915),  pp.  221-78. 


Digitized  by 


Google 


MEDICAL  BENEFITS  AND  WORKMEN'S  COMPENSATION    583 

employer"  was  very  much  more  than  nothing  in  most  states,  except 
possibly  Pennsylvania.  The  writer  need  not  be  suspected  of  any 
desire  to  make  a  defense  of  the  discredited  and  almost  imiversally 
abandoned  system  of  employers'  liability.  But  practical  insurance 
men  know  that  the  ^^ right  of  action"  had  and  still  has  a  substantial 
value,  quite  irrespective  of  the  purely  legal  aspects  of  the  claim  of 
employers*  negligence.  The  tendency  of  the  academic  student 
to  grow  enthusiastic  over  a  compensation  act  as  such,  irrespective 
of  its  provisions,  is  of  itself  commendable  because  of  the  great 
importance  of  the  imderlying  principle.  Nevertheless  there  would 
have  been  a  more  critical  attitude  toward  the  compensation  laws 
if  the  actual  working  out  of  the  employers'  liability  laws  through 
the  medium  of  liability  insurance  had  been  better  known  to  the 
laity.  The  effective  statement  so  often  made  that  imder  liability 
only  one  out  of  ten  accidents  was  compensated,  while  imder  com- 
pensation each  one  received  adequate  compensation,  would  have 
lost  a  good  deal  of  its  force  if  it  were  more  generally  known  that  as 
a  matter  of  fact  the  proportion  of  compensated  cases  to  the  total 
number  of  accidents  reported  is  surprisingly  equal  imder  liability 
and  imder  most  compensation  acts  with  a  two  weeks'  waiting 
period,  namely  about  20  to  25  per  cent.  The  fact  is  that  the  despised 
"right  to  action,"  always  present,  had  a  market  value  of  its  own, 
because  of  the  necessary  cost  of  litigating  the  action  in  court  and 
also  because  of  the  ever-present  chance  of  a  larger  or  smaller  verdict. 
In  consequence,  only  a  very  small  proportion  of  cases  ever  reached 
the  court,  but  in  most  cases  where  the  injury  was  at  all  grave  and 
the  common  law  liability  had  been  modified  by  statutory  enact- 
ments, the  claims  were  settled  by  the  sale,  as  it  were,  of  that  right 
of  action  to  the  insurance  company  for  some  substantial  con- 
sideration. It  is  because  of  this,  because  of  the  comparison  between 
two  amounts,  that  there  was  so  much  opposition  to  compensation 
laws  among  workmen,  and  that  even  now  efforts  are  not  infrequent, 
on  the  part  of  the  injured  employee  or  his  legal  representative,  to 
find  a  loophole  in  the  compensation  act  and  to  bring  the  case  into 
court  under  common  law  liability.  From  the  point  of  view  of  the 
injured  workmen  the  judgment  of  the  essential  fairness  of  our  com- 
pensation legislation  is  largely  based  upon  adequacy  of  reward. 
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Again,  there  is  another  consideration  of  even  greater  importance 
to  the  student  of  social  legislation:  faults  of  ^'inadequacy  of  scope " 
(meaning  failiure  to  bring  certain  groups  of  wageworkers  imder  the 
law)  can  be  very  easily  corrected.  As  already  stated  elsewhere 
by  the  writer: 

Many  years  of  study  of  the  history  of  compensation  systems  in  various 
European  countries  have  convinced  me  that  faults  of  limitation  are  very  mudi 
less  than  an  unsatisfactory  scale.  In  fact,  the  history  of  compensadon  in 
Europe  gives  many  examples  of  a  gradual  extension  of  the  compensation 
principle  from  a  few  industries  to  many,  until  the  entire  industrial  field  is 
covered;  but  the  scale  of  compensation  once  established  b  likely  to  be  very 
mudi  more  rigid,  and  instances  of  a  thorough  reorganization  of  the  scale  ii;i 
Europe  are  very  few.  Nor  is  it  at  all  difficult  to  understand  the  reason  for 
this  difference.  Various  forces  combine  in  a  movement  for  a  change  from  the 
liability  to  the  compensation  principle.  It  is  not  only  the  workmen  but  their 
employers  as  well  who  sooner  or  later  bogin  to  feel  the  drawbacks  of  the  liability 
system.  Moreover,  in  so  far  as  the  employing  interests  nuiy  offer  any  resist- 
ance to  compensation  legislation  on  account  of  its  costliness,  it  may  be  easier 
to  overcome  one  industrial  group  after  another;  and  a  good  deal  nuiy  be  said 
from  the  point  of  view  of  expediency  for  a  gradual  introduction  of  the  com- 
pensation system.  But,  just  as  evidently,  no  other  class  but  the  workers 
themselves  could  have  any  interest  in  the  increase  of  a  compensation  scale, 
and  the  entire  employing  class  will  obstinately  resist  any  sudi  increase.  As  to 
disinterested  public  opinion,  it  is  almost  impossible  to  get  its  support  as 
strongly  in  favor  of  a  change  in  the  law  as  it  was  in  favor  of  its  introduction.' 

American  experience,  brief  as  it  is,  seems  to  offer  contradictory 
evidence,  but  the  contradiction  is  apparent  rather  than  real.  It 
is  true  that  for  the  short  period  of  this  history  the  revisions  of  acts 
have  been  frequent  and  many,  and  that  in  some  cases  the  com- 
pensation scales  have  been  affected.  But,  after  all,  notwithstand- 
ing all  the  many  changes,  only  in  one  case,  that  of  Massachusetts, 
was  the  scale  of  benefits  radically  raised,  increasing  the  cost  of 
compensation  according  to  various  actuarial  estimates  from  40  to 
50  per  cent.^  On  the  other  hand,  the  number  of  legislative  proposals 
for  the  increase  of  benefits  which  are  introduced  annually  and 
buried  in  committee  is  enormous. 

'  "Accident  Compensation  for  Federal  Employees,"  American  Labor  Legislaiian 
Renew,  XI,  No.  i  (March,  191 2),  p.  34. 

*See  Second  Annual  Report  of  Massachusetts  Industrial  Accident  Board,  igij- 
IQ14,  pp.  72-85. 
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In  this  study  it  is  intended  to  make  a  critical  comparison  of  the 
various  details  of  compensation  scales,  to  trace  any  existing  tend- 
encies which  may  manifest  themselves,  to  compare  the  different 
scales  of  the  numerous  acts  passed  and  in  force  with  the  standards 
of  compensation  annoimced  by  various  official  and  semiofficial 
public  bodies,  to  determine,  if  possible,  the  effect  of  these  scales 
upon  the  economic  status  of  the  injured  wageworkers  and  their 
families,  in  so  far  as  any  evidence  concerning  it  has  been  accumu- 
lated, and  perhaps  to  work  out  a  basic  standard  inductively.  The 
problem  of  adequate  medical  aid  is  selected  as  the  first  subject  for 
consideration. 

Except  in  cases  resulting  in  immediate  death  (and  these  are 
comparatively  few — ^in  industry  as  a  whole  less  than  i  per  cent)' 
the  occurrence  of  each  and  every  industrial  injury  calls  for  a  certain 
amount  of  medical  and  siurgical  aid.  This  would  seem  to  be  quite 
evident  to  everyone  except  the  adherents  of  Christian  Science 
doctrine,  and  even  they  believe  in  treatment,  though  of  a  spiritual- 
ized nature.  Perhaps  in  no  other  feature  of  compensation  legis- 
lation are  all  the  interests  concerned  in  such  substantial  harmony. 
The  injured  man  wants  his  life  saved,  or  his  pain  relieved,  perma- 
nent results  or  complications  prevented,  and  his  recovery  acceler- 
ated. In  every  one  of  these  objects  the  employer  and  the  insurer 
are  directly  interested,  because  they  all  tend  to  reduce  the  economic 
loss  sustained  and  therefore  the  cost  of  compensation — ^barring 
such  exceptional  cases  as  that  of  a  dangerously  injured  workman 
without  dependents  whose  death  may  cost  less  than  the  lifelong 
support  of  an  invalid.  Surely  society  at  large  is  interested  in 
promoting  everything  that  can  stimulate  recovery  and  restitution 
of  productive  powers;  for  compensation  may  be  placed  on  the 
income  side  of  the  ledger  from  the  point  of  view  of  the  workman, 
but  from  a  broad  social  point  of  view  it  does  not  by  one  iota  reduce 
the  economic  loss  occasioned  by  the  acddent.  Furthermore,  from 
the  point  of  view  of  insurance,  the  justice  of  furnishing  such  medical 
and  surgical  aid  is  specially  evident.  Insurance  aims  to  make  good 
a  loss  sustained.    There  may  be  some  question  as  to  actual  loss 

<  See  I.  M.  Rubinow,  A  Standard  Accident  Table  as  a  Basis  for  Compensation  Rates, 
p.  17.    The  Spectator  Co.,  1915* 
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sustained  because  of  the  loss  of  wages.  Wages,  after  all,  are  not 
a  certainty.  But  if ,  as  a  result  of  an  accidental  injury,  the  work- 
man is  forced  to  pay  out  his  few  hard-earned  dollars  in  physicians' 
or  hospital  fees,  surely  for  this  expense  complete  restitution  should 
be  made. 

European  precedents  are  largely  in  favor  of  such  liberal  treat- 
ment with  regard  to  medical  aid.  The  compensation  movement 
in  the  United  States  was  inaugurated  by  several  practical  investi- 
gations and  analytic  studies  of  European  legislation.'  In  the 
latest  international  compendium  of  compensation  legislation 
published  by  the  United  States  Bureau  of  Labor  Statistics  (BuUetin 
126 J  "Workmen's  Compensation  Acts  of  the  United  States  and 
Foreign  Countries")  forty-one  acts  altogether  are  enumerated 
and  analyzed,  and  of  these  twenty-two  refer  to  continental  Europe, 
fourteen  to  the  United  Kingdom  and  British  Colonies,  three  to 
Spanish-American  jurisdictions,  and  one  to  Japan.  Disregarding 
the  last  four  recent  and  comparatively  imimportant  acts,  a  com- 
parison between  British  and  European  standards  is  significant.  Of 
the  fifteen  British  acts  thirteen  entirely  disregard  medical  benefits; 
two  (those  of  New  Zealand  and  West  Australia)  allow  it  up  to  the 
generous  amount  of  £1  or  $4 .  87.  British  legislation  has  absolutely 
failed  to  grasp  the  true  significance  of  the  compensation  theory. 
The  situation  on  the  Continent  of  Europe  is  entirely  different,  as 
the  following  summary  will  indicate  (the  acts  of  Bulgaria  and 
Montenegro  are  omitted  as  indefinite  and  imimportant) : 

Austria For  20  weeks  Netherlands Unlimited 

Belgium For  26  weeks  Norway Unlimited  (after 

Denmark None  four  weeks) 

Finland None  Portugal Unlimited 

France Unlimited  Roumania For  2  weeks 

Germany Unlimited  Russia For  13  weeks 

Greece Unlimited  Servia Unlimited 

Hungary Unlimited  Spain Unlimited 

Italy First  aid  only  Sweden None 

Lichtenstein Unlimited  Switzerland Unlimited 

Luxemburg Unlimited 

'  See  F.  C.  Schwedtman  and  J.  A.  Emery,  AccideiU  Prevention  and  Rdief  (investi- 
gation on  behalf  of  the  National  Association  of  Manufacturers) ;  Frankel  and  Dawson, 
Workingmen*s  Insurance  in  Europe  (on  behalf  of  the  Russell  Sage  Foundation);  the 
Twenty-fourth  Annual  Report  of  the  U.  5.  Commissioner  of  Labor  on  '*  Workingmen's 
Insurance  and  Compensation  Systems  in  Europe'';  and  others. 
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Out  of  twenty  acts,  only  three  fail  to  grant  medical  aid,  one  grants 
first  medical  aid  only,  in  three  the  Umits  are  sufficiently  high  to 
leave  out  a  very  small  proportion  of  cases,  and  twelve  offer  all  the 
medical  aid  that  is  required.  It  is  true  that  in  several  of  these 
countries  most'  or  all*  of  the  medical  aid  is  furnished  by  the  sickness- 
insurance  funds,  in  which  the  injured  holds  compulsory  member- 
ship, but,  after  all,  the  essential  feature  is  that  the  supply  of 
necessary  medical  aid  is  guaranteed. 

In  view  of  these  considerations  liberal  provisions  for  adequate 
medical  and  siurgical  aid  might  be  expected  with  gratifying  imif orm- 
ity  in  the  various  American  acts.  As  a  matter  of  fact  the  direct 
opposite  is  true.  The  limitations  placed  upon  this  form  of  com- 
pensation are  many,  as  Table  I  will  demonstrate. 

The  essential  limitations  are  those  of  the  length  of  time  during 
which  medical  aid^  must  be  given  and  also  the  money  Umit  placed 
upon  its  cost  in  each  individual  case.  There  are  other  limitations 
and  qualifications  dealing  with  the  scope  of  what  might  properly 
be  classified  imder  medical  and  surgical  aid,  but  these  are  reserved 
for  subsequent  discussion  at  length. 

Taking  the  acts  passed  up  to  the  end  of  1916  and  in  force  at 
present,  the  essential  provisions  of  the  compensation  acts  as  to 
medical  and  surgical  aid  are  given  in  Table  I. 

The  evidence  of  lack  of  imiformity  is  conclusive,  the  existing 
variety  of  provision  quite  bewildering.  Certain  types  or  degrees 
of  liberality  in  providing  medical  aid  may,  however,  be  ascertained, 
and  these  types  can  be  brought  out  better  by  arranging  the  laws 
in  force  (omitting  the  earlier  and  superseded  laws)  in  line  according 
to  the  amoimt  of  medical  aid  furnished. 

In  view  of  the  existence  of  two  different  limits,  the  money  and 
the  time  limit,  even  such  an  arrangement  offers  some  difficulties. 
Which  offers  more  to  the  seriously  injured  workmen:  Wisconsin, 
which  grants  medical  aid  for  90  days  irrespective  of  its  cost, 

>  Gennany,  Hungary,  Luxemburg,  Norway. 

'  Austria,  Russia. 

*  For  purposes  of  brevity  the  term  "medical  aid"  will  be  used  when  medical  and 
suigical  aid,  hospitals,  drugs,  etc.,  are  meant.  The  importance  of  "etc.''  will  be 
considered  at  greater  length  presently. 
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TABLE  I 


State  or  Territoiy 


Date  of  Enactment 
of  Law 


Date  in  Effect 


Time  Limit  for 
Medical  Aid 


Limit  for 
Aid 


Alaaka 

Ariaona 

California 

California , 

California 

Canal  Zone 

Colorado 

Connecticut 

Connecticut  — 

Hawaii 

niinda 

IfMJifln^ 

Iowa 

Kanwa 

Kentudqr 

Kentucky 

Louinana 

Maine 

Maryland 

MaflMchuaetta. . 
Maaiachuaetts. . 

Mt^hfg*" 

Minnesota 

Montana 

Nebraska 

Nevada 

Nevada 

Nevada 

New  Hampshire 

New  JerMy 

New  Jersey 

New  York 

Ohio 

Ohio 

Oklahoma 

Oregon 

Pennaylvania. . . 

Porto  Rico 

Rhode  Island... 

Tcias 

Vermont 

Washincton  . . . . 
We?\lrginia... 
West  Virginia... 

mnsoonsb 

^yoaSaui 

United  States. . . 
United  States. . . 


April 
June 

April 

May 

May 

March 

AprU 

lay 

May 

Apnl 

June 

March 

Aprfl 

May 

March 

March 

June 

April 

April 

Tuly 


April 

March 

Aoril 

March 

March 

April 

April 
April 
December 

March 

February 

June 

April 

April 

April 

April 

March 

February 

February 

May 

February 

May 

September 


ao»  1915 
8. 191  a 

8,  X911 
36, 19x3 

8. 19x5 
ao,  19x4 
xo,  xgxs 
29. X9X3 
so,  X9X5 
a8, X9XS 
xo,  X9XX 

8,  X9XS 
x8,  X9X3 
14.  X9XX 

4*19x4 

9A,  X9X6 

x8,  X9X4 
X.  X9XS 
x6,  X9X4 
a8, X9XX 
25>  X9X4 
ao,  X9xa 
34>  X9X3 
8.  X9XS 
ax.  X9X3 

34*  X9XX 

XS»  X9X3 

X91S 

xSf  X9XX 

4>  X9XX 

X,  X9X3 
x6, 19x3 
XSf  X9XX 
X4.  X913 
aa»  X9XS 
xs, X9X3 

a,  X9XS 
X3. 19x6 
ao, X9xa 
xo,  X9X3 

X,  X9XS 
X4. X9XX 
aa,  X9X3 
ao,  X9XS 

3,  X9XX 
27, X9XS 
30,X9o8 

7.  X916 


a8,  X9XS 
X9xa 


September 

January 

August 

April 

August 

January 


Dedared  1 
tutional 
August 
January 


X.  iw 
X,  X9x6 


October       x,  19x3 
May  ax,  X9X5 

May  3,  X9XX 

Apnl  X,  X9X5 

August         X,  X908 
September   7*X9x6 


No  medical  aid 
No  medical  aid,  except  cost  of  last 
sickness  in  fotal  cases 


90  days 
00  days 
No  limit* 
NoUmit 
30  days 
30  days 
No  limit 

50  days 
30  days 
X4days 


$xoo 
NoUmit 
No  limit 
No  limit 
$xoo 
No  limit 
No  limit 


fSO 

$aoo 
NoU 


;aoo 

limit 
$xoo 


To  medical  aid  except  cost  of  last 
sickness  in  fatal  cases 
No  limit  $xoo 


90  days 
X4days 
X4days 
No  limit 
X4days 
X4dayat 
ax  days 
90  days 
X4days 
ax  days 
No  medical 

sickness  in 
xaodays 
No  medical 

sickness  in 
X4day8 
X4days 
60  days 
No  limit 
No  limit 
xsdays 
No  limit 
XAdays 
56  days 
X4day8 

7  days 
X4days 
No  medical 
No  limit 
No  limit 

S>days 
omedical 
No  medical 
No  limit 


$xoo 
fxoo 

$X50 
No  limit 
No  limit 
No  limit 

It* 

$aoo 

aid,  except  cost  of  last 
fatal  cases 

I  No  limit 
aid,  except  cost  of  last 
&tal  cases 

$xoo 


aid 


aid 
aid 


_  _  limit 
Saoo 
9aoo 
No  limit 

N^liSnit 
NoUmit 
NoUmit 
$75 


8x50 


NoUmit 


*  "Within  90  days  thereafter,  unless  such  time  is  extended  by  the  commission"  (sec.  xsa). 

t  "Unless  in  caae  of  major  operations  being  required"  (sec  xo),  when  larger  sum  may  be  allowed  by 
the  commissbn. 

X  "And  in  unusual  cases,  in  the  discretion  of  the  board,  for  a  longer  period"  (sec.  5.,  amended  sec  x, 
chap.  708,  Act  of  19x4). 

I "  ....  the  court  may  upon  necessity  being  shown  therefor  ....  require  the  employer  to 
fifmisn  such  additional  medical,  suc^kal,  and  hospital  treatment  and  supplies  during  said  period  of  ninety 
(90)  days  as  may  be  reasonable,  which  together  with  any  such  sums  or  relief  theretofore  furnished  shall 
not  exceed  in  all  two  hundred  dollars  ($aoo)  in  value." 

\"  *  .  .  .  shaU  not  exceed  twenty-five  doUaxs,  unless  a  major  sursical  operation  shaU  be  necessary; 
in  which  case  the  cost  shaU  not  exceed  seventy-five  dollars"  (sec  3o6«). 

**  "  ....  in  case  an  injured  emplcnree  has  sustained  a  permanent  disability  and  it  is  the  opinion 
of  the  Commissioner  that  the  percentum  of  such  disabiUty  can  be  reduced  or  made  negligible  by  snigical 
or  medical  treatment,  the  amount  expended  for  medical,  surgical,  and  hospital  treatment  may  be,  but  shaU 
not  exceed  three  hundred  dollars  in  any  case**  (sec  x8  as  amended  by  chap.  ao9, 19x5). 
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or  Oregon,  which  offers  $250  worth  of  the  doctor's  wqrk  irrespective 
of  the  time  it  may  take  to  absorb  this  fee  ? 

Evidently  no  absolute,  xmiversally  applicable  rule  can  be  formu- 
lated. Much  depends  upon  the  case  and,  one  is  tempted  to  add, 
upon  the  doctor.  Where  a  difficult  operation  is  required  and  an 
expert  specialist  must  be  called  in,  the  $250  limit  may  be  reached 
in  one  day.  On  the  other  hand,  a  lingering  illness  may  require 
moderately  priced  medical  aid  given  at  intervals  for  a  long  time. 
It  seems  reasonable  to  assume,  perhaps  somewhat  arbitrarily,  that 
time  limits  will  have  a  stricter  limiting  effect  (and  are  therefore 
less  desirable  from  the  injured  worker's  point  of  view,  though 
perhaps  not  from  the  physician's  point  of  view)  than  money 
limits. 

Accepting  this  hypothesis,  therefore,  the  arrangement  of  the 
acts  according  to  the  amoimt  of  medical  aid  furnished  is  as  shown 
in  Table  H. 

Incredible  as  it  may  seem,  there  are  no  cases  where  more  than 
two  states  grant  exactiy  the  same  amoimt  of  medical  aid,  and  the 
agreement  of  two  state  laws  is  very  rare;  according  to  Table  II 
it  is  to  be  found  only  in  the  cases  of  Iowa  and  Louisiana  (14  days 
and  not  over  $100)  and  Montana  and  New  Jersey  (14  days  and  not 
over  $50) .  As  a  matter  of  fact,  even  this  slight  degree  of  uniformity 
vanishes  at  a  closer  examination  of  the  act.  In  Louisiana  the 
period  covered  is  "the  first  two  weeks  after  the  injury"  and  in 
Iowa  it  is  "any  time  after  an  injury  and  until  the  expiration  of  two 
weeks  of  incapacity,"  which  is  materially  fairer.  The  Montana 
provision  differs  from  that  for  New  Jersey  by  specifically  authorizing 
the  so-called  hospital  contracts  (of  which  more  later)  in  lieu  of  the 
medical  benefit.  The  cost  of  this  hospital  contract  is  usually  in 
part  or  in  whole  assessed  against  the  wageworkers. 

It  would  have  been  helpful  if  the  arrangement  of  the  various, 
state  acts  according  to  the  degree  of  liberality  in  granting  medical 
aid,  as  given  in  the  Table  II,  had  brought  out  some  tendencies 
evident  upon  simple  inspection,  but  unfortunately  this  is  not  the 
case.  For  example,  there  are  six  states  in  which  state  compensa- 
tion insurance  has  been  established  to  the  practical  exclusion  of 
stock  insurance  companies:   Nevada,  Ohio,  Oregon,  Washington, 
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West  Virginia,  and  Wyoming.'  In  addition,  stock  companies  are 
excluded  from  operating  imder  the  compensation  law  in  the  Canal 


TABLE  n 


Time  Limit 

None 

None 

None 

None* 

Nonet 

None 

None 

None 

None 

Z20  days 

90  days 

90  days 

90  days 

60  days 

56  days 

56  days 

30  days 

30  days 

21  days 

21  days 

IS  days 

14  days 

14  days 

14  days 

24  days 

14  days 

14  days 

14  days 

14  days 

14  days 

7  days 


Money  Limit 


State 


Act  of 


None 
None 
None 
None 
None 
$250 

150-300 
200 

150 
No  limit 
No  limit 
$200 
100 
No  limit 
No  limit 
$200 
No  limit 
$100 
No  limit 
$200 
No  limit 
No  limit 
$100 
100 

75 

50 

50 

50 

30 


roli 


No  limit 


No  medical  aid  except  cost  of  last  sickness  . 


No  provision  for  medical  aid  at  all. , 


Canal  Zone 

United  States 

Connecticut 

California 

Massachusetts 

Oregon 

West  Virginia 

Ohio 

Maryland 

Nevada 

Wisconsin 

Minnesota 

Kentucky 

New  York 

Porto  Rio) 

Illinois 

O^rado 

Michigan 

Nebraska 

Oklahoma 

Rhode  Island 

Iowa 

Louisiana 

Vermont 

Montana 

New  J[ersey 

Hawaii 

Maine 

Pennsylvania 

Texas 

fArizona 
^Kansas 
[New  Hampshire 

TAlaska 

j  Washington 

[Wyoming 


914 
916 
91S 
915 
914 
913 
91S 
911 
914 
915 
911 

915 
916 

914 
916 
911 
915 
915 
912 

913 
914 
912 

913 
914 
915 
91S 
913 
91S 
915 
91S 
913 
9r2 
9n 
9" 

915 
911 

915 


*  See  note  (*),  Table  L 
t  See  note  (t).  Table  L 

Zone,  in  Alaska,  and  under  the  United  States  Employees'  Com- 
pensation act.  What  influence  did  that  have  upon  the  medical 
aid  provision?    Ohio,  Oregon,  and  West  Virginia  are  far  at  the 

'  As  a  matter  of  ^t,  in  some  of  them,  notably  Ohio  and  West  Virginia,  stodc 
companies  were  until  recently  enabled  to  compete  indirectly  with  the  state  fund. 
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head  of  the  list  with  medical  aid  unlimited  in  time,  and  with  limits 
of  $200,  $250,  and  $300,  but,  on  the  other  hand,  Alaska,  Washing- 
ton, and  Wyoming  do  not  grant  any  medical  aid  at  all,  and  this 
was  also  true  of  the  systems  provided  for  the  employees  of  the 
United  States  government,  xmtil  the  act  of  1916  was  substituted 
for  that  of  1908. 

Does  the  East  or  the  Far  West  better  recognize  the  necessity 
of  thorough  medical  aid?  Connecticut  and  California  head  the 
list,  Washington  and  New  Hampshire  are  its  tail  end.  The  six 
New  England  states  are  scattered  throughout  the  list,  and  so  are 
the  states  constituting  other  geographical  zones  of  this  coimtry. 
Can  any  effect  of  the  general  degree  of  industrial  development  be 
recognized  ?  It  is  perhaps  significant  that  no  industrially  important 
state  has  entirely  excluded  medical  aid,  as  Arizona,  Kansas,  New 
Hampshire,  and  Washington  have  done,  but  outside  of  that  there 
is  no  uniformity  between  industrial  Connecticut  tod  Massachusetts 
at  the  head  of  the  list,  and  industrial  New  Jersey  and  Pennsylvania 
very  near  the  bottom. 

Perhaps  the  only  basis  for  generalizations  is  that  of  the  year  in 
which  the  act  was  passed.  The  year  indicated  in  the  last  table  is  not 
always  the  original  year  of  the  enactment  of  a  compensation  law 
by  the  state,  nor  is  it  the  year  of  the  latest  amendment,  but  it  is 
the  year  of  the  act  which  established  the  standards  of  medical  aid 
that  still  persist.  It  is  significant,  therefore,  that  of  the  first  ten 
acts  in  the  list  only  two  date  back  to  191 1  (Ohio  and  Wisconsin), 
while  of  the  eight  acts  excluding  medical  aid  altogether,  or  practi- 
cally so,  one  was  passed  in  1908  (United  States),  four  in  191 1  (Kan- 
sas, Nevada,  New  Hampshire,  Washington),  and  one  in  1912 
(Arizona).  There  are  exceptions  even  to  this  rule:  the  early  acts 
of  Ohio  and  Wisconsin  on  the  one  hand,  and  the  late  acts  of  Mon- 
tana, Maine,  Pennsylvania,  and  Wyoming  on  the  other;  neverthe- 
less this  comparison  seems  to  offer  a  better  understanding  of  the 
problem.  Outside  of  this  element  of  time,  the  various  provisions  of 
the  laws  appear  simply  as  capricious  vagaries  of  thousands  of  ignor- 
ant legislators,  not  at  all  amenable  to  any  law  of  social  causation. 

It  is  interesting,  therefore,  to  trace  the  gradual  evolution  of 
the  provisions  for  thorough  medical  aid  in  the  history  of  the 
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American  compensation  movement.  The  total  failure  to  appreciate 
the  importance  of  it  and  to  provide  for  it  even  in  the  slightest 
degree  during  the  preliminary  stages  of  enquiry  and  investiga- 
tion is  striking,  especially  in  view  of  the  fact  that  the  movement 
for  accident  compensation  started  in  this  country  only  after  some 
twenty  years  of  European  experience  was  available.  The  earliest 
experiment  was  the  Maryland  act  of  1902.'  No  mention  of  the 
problem  of  medical  aid  for  the  injured  is  made  in  that  act;  and 
the  same  is  true  of  the  United  States  act  of  May  30,  1908,  and  the 
Montana  act  of  1909.  When  the  states  of  New  York,  Minnesota, 
and  Wisconsin  appointed  commissions  for  the  investigation  of  the 
entire  problem,  the  compensation  movement  for  the  first  time 
acquired  national  importance.  But  in  the  discussion  of  the  basic 
principles  of  the  equity  and  constitutionality  of  the  compensation 
idea,  the  problems  of  proper  medical  treatment  of  the  injured  were 
disregarded. 

It  may  seem  imreasonable  to  find  fault  with  this;  it  may  be 
argued  that  that  early  period  was  not  at  all  adapted  to  the  dis- 
cussion of  such  details.  And  yet  one  might  have  expected  that 
in  the  severe  indictment  of  the  employers'  liability  system  such 
as  every  one  of  the  early  reports  contains,  and  among  the  specific 
charges  of  insufficient  compensation,  wastefulness  of  the  insurance 
premium,  slowness  of  adjustment,  and  breeding  of  antagonism 
between  employer  and  employee,*  the  failure  of  many  injiu-ed  to 
receive  proper  medical  and  surgical  aid,  the  xmcorrected  fractures, 
the  stiffened  joints,  the  xmprevented  infections,  and  the  inability 
to  substitute  a  cork  leg  for  the  lost  bone-and-flesh  one  might  have 
been  emphasized.  Unfortunately  no  one  outside  of  the  medical 
profession  was  aware  of  these  conditions,  and  the  medical  profession 
lacked  the  understanding  of  the  social  aspects  of  this  problem.^ 

'  See  Bulletin  of  the  United  States  Bureau  of  Labor,  No.  45,  p.  406,  for  the  text  of 
the  act;  Bulletin  No,  57,  p.  645,  for  an  account  of  its  operation. 

*  Report  to  the  legislature  of  the  state  of  New  Yoii:  by  the  Commission  appointed, 
under  chap.  518  of  the  Laws  of  1909,  to  inquire  into  the  question  of  employers'  liability 
and  other  matters.    First  Report,  Albany,  1910,  p.  19. 

*  A  noteworthy  exception,  which  deserves  to  be  recorded,  is  Dr.  M.  O.  Lorenz's 
Compensation  scheme,  published  during  the  period  under  consideration,  which  was 
faulty  in  many  other  respects,  but  did  propose  ''in  case  of  incapacity  full  medical  aid  " 
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We  find,  therefore,  that  the  first  national  conference  on  com- 
pensation held  in  Atlantic  City  in  the  summer  of  1909'  failed  even 
to  mention  the  subject  of  medical  aid.  At  that  conference  only 
the  most  general  aspects,  such  as  the  '^  desirability,  practicability, 
and  constitutionality"  of  compensation  were  discussed.  But  from 
such  generalities  discussion  rapidly  turned  to  specific  provisions. 
Nevertheless  neither  the  second  conference,  in  Washington  (Jan- 
uary 20,  1910),*  nor  the  third,  in  Chicago  (June  lo-ii,  1910), 
showed  any  greater  appreciation  of  this  problem.  The  Chicago 
conference  even  began  the  detailed  consideration  of  a  ''Workmen's 
Compensation  Code"*  bought  in  by  H.  V.  Mercer,  chairman  of 
the  Minnesota  Commission,  but  this  code  did  not  so  much  as 
mention  medical  aid,  though  several  long  sections  were  devoted 
to  administrative  details.  The  first  general  consideration  of 
medical  aid  took  place  at  the  special  Conference  of  Conunissions 
held  again  in  Chicago  in  November,  1910,  at  the  request  of  the 
Massachusetts  Commission,  which  was  actively  engaged  in  prepa- 
ration of  a  bill  for  the  consideration  of  the  next  session  of  the  legis- 
lature of  that  state.  At  this  meeting  as  many  as  eight  state 
commissions,  one  federal  commission,  and  one  federal  bureau  were 
represented.* 

Thirteen  specific  questions  were  submitted  for  painstaking 
discussion,  but  the  question  of  medical  aid  was  not  one  of  them.  It 
was  injected,  almost  imexpectedly,  into  the  discussion  of  ''Question 
6,  the  length  of  the  waiting  period,"  by  Mr.  George  M.  Gillette, 
member  of  the  Minnesota  Commission,  who  suggested  that  the 
labor  representatives  at  the  conference  consider  "a  proposition  of 

("What  Form  of  Workingmen's  Accident  Insurance  Should  Our  States  Adopt?"  Pro- 
ceedings of  the  American  Association  for  Labor  LegislaUonj  Second  Annual  Meeting, 
1909,  p.  74) .  Dr.  Lorenz's  opinion  remained  a  voice  in  the  wilderness  as  far  as  practical 
legislation  was  concerned,  except  possibly  in  Wisconsin. 

« See  Atlantic  City  Conference  on  Workmen's  Compensation,  July  29-3 1,  1909. 

■  Proceedings  of  the  Third  National  Conference  on  Workmen^ s  Compensation  for 
Industrial  Accidents,  Chicago,  June  10, 1910  (brief  report  of  the  second  national  con- 
ference, held  in  Washington,  January  20, 19 10,  printed  as  an  appendix). 

» /We?.,  pp.  40-43- 

^Proceedings  of  Conference  of  Commissions  on  Compensation  for  Industrial  Acci- 
dents, Chicago,  November  10, 11, 12, 19 10.    Boston,  1910. 
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changing  the  waiting  period  from  two  to  three  weeks  and,  in  lieu 
of  that,  furnishing  hospital  and  medical  attendance,  and  see  what 
would  be  best."  "To  the  average  man,"  said  Mr.  Gillette,  "that 
means  a  very  great  deal,"  and  also  it  "is  for  the  interest  of  the 
employer  to  see  that  that  man  from  the  very  start  of  his  injury 
has  the  very  best  sort  of  hospital  care  and  surgical  attendance. 
Otherwise,  very  serious  consequences  might  flow  from  the  ill  care 
of  injury."  The  brief  discussion  which  ensued  after  this  suggestion 
is  worth  reproducing  in  part  as  a  very  significant  illustration  of 
the  character  of  our  social  legislation  a  few  years  ago: 

M&.  Gn.L£TTE:  If  we  could  do  both,  if  we  could  have  two  weeks  and  also 
give  the  surgical  and  medical  attendance,  I  would  like  to  see  it  done,  but  I  don't 
believe  we  can  do  it  within  any  reasonable  limits 

Chaolman  (Mr.  Mercer)  :  It  would  seem  to  me,  after  my  experience  in 
Europe,  that  it  might  be  a  business  proposition  from  the  employer's  standpoint, 
to  take  care  of  the  hospital  bills  and  the  doctor's  bills  during  the  first  two  weeks 
free  of  charge.    I  think  he  would  make  money  out  of  it  in  the  end. 

Mr.  GnxETXE:  But  it  is  all  an  element  of  cost. 

Mr.  Golden  (a  labor  representative) :  I  believe,  if  any  person  gets  injured, 
two  weeks  is  long  enough  for  us  to  wait  for  pay,  and  the  very  least  the  employer 
can  do  is  to  pay  hospital  and  medical  bills,  whatever  might  be  used  on  the  man. 
Three  weeks  is  too  long  ....  they  ought  to  receive  hospital  bills  and  medi- 
cine, and  whatever  stuff  they  need  while  they  are  sick  the  first  two  weeks,  free 
of  charge.' 

Some  progress  had  evidently  been  made  in  the  United  States  in 
standards  of  labor  legislation  between  1910  and  1917,  if  in  1910 
representatives  of  labor  only  dared  to  ask  for  medical  aid  during 
the  two  weeks'  waiting  period,  while  eight  of  the  acts  in  force  at 
present  grant  medical  aid  without  any  time  limit  and  without  any 
money  limits. 

In  view  of  the  modest  demand  put  forth  by  Mr.  Golden,  repre- 
senting labor,  the  Chicago  conference  went  as  far  as  it  could  have 
been  expected  to,  by  providing  the  following  answer  to  question  6: 

Length  of  waiting  period?  Two  weeks,  during  which  period  employer 
shaU  furnish  medical  treatment  or  hospital  care  to  an  amount  not  exceeding 
$100  in  value.' 

*  Op,  cit,f  p.  100. 

*  BtiUetin  of  the  United  States  Bureau  of  Labor,  No.  90,  September,  1929,  p.  7x6. 
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In  view  of  this  lack  of  appreciation  of  the  great  importance  of 
medical  aid,  the  failure  of  the  many  early  acts  to  provide  for  it 
adequately  or  at  all  need  not  appear  strange.  In  the  numerous 
reports  of  the  state  investigating  commissions,  which  appeared  at 
rapid  intervals  during  the  last  few  years,  very  little  attention  was 
paid  to  the  question.  But,  amazing  as  it  may  seem,  in  several 
of  them,  even  the  more  recent  ones,  there  is  not  even  the  slightest 
reference  to,  or  even  mention  of,  the  problem.*  No  reference  at 
all  is  foimd  in  the  piu-ely  optional  Massachusetts  act  of  1909,  which 
remained  a  dead  letter,  the  similarly  ineffective  optional  New  York 
act  of  1910,  or  the  compulsory  New  York  act  of  the  same  year 
(the  Wainwright  act),  which  was  soon  declared  unconstitutional. 

The  avalanche  of  compensation  acts  began  in  1911,  ten  acts 
having  been  passed  in  that  year;  of  these,  five  went  into  effect 
during  the  same  year,  three  on  January  i,  and  two  at  later  dates 
of  the  following  year.  The  medical  provision  made  by  most  of 
these  acts  on  the  whole  was  very  meager. 

Washington None 


Kansas              ]  [Only  if  injured  employee 

Nevada  \  dies,  leaving  no  depend- 

New  Hampshiiej  [  ents 

New  Jersey 2  weeks,  not  over  $100 

Massachusetts 2  weeks 

Illinois 8  weeks,  not  over  $300 

Califomia 90  days,  not  over  $100 

Wisconsin 90  days 

Ohio Not  over  $200 

Only  four  of  the  ten  acts  went  beyond  the  standards  outlined  by 
the  Chicago  conference;  two  accepted  them  without  much  change, 
and  four  provided  practically  no  medical  aid  at  all,  only  foiu*  making 
provision  that  was  more  or  less  adequate.  The  situation  fully 
deserves  the  scathing  criticism  of  contemporary  expert  students. 
"Particularly  imfortimate,*'  says  Dr.  E.  H.  Downey,  "is  the  con- 
sistent failure  to  provide  adequate  medical  care  for  the  injured — 
a  type  of  benefit  which  probably  yields  larger  returns,  in  proportion 

*  See  Colorado  Report  of  Employees*  Compensation  Commission,  1913;  Illinois 
Report  of  the  Industrial  Insurance  Commission,  1907;  Iowa  £nq>loyers'  Liability 
Commission,  1912;  Louisiana  Employers*  Liability  Commission  Report,  19 14;  Mary- 
land Employers*  Liability  and  Workmen's  Compensation  Report,  1913,  etc. 
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to  its  cost,  than  any  other  form  of  accident  relief."'  And  again, 
Dr.  D.  D.  Lescohier,  in  the  report  of  the  Minnesota  Bureau  of  Labor 
Industries  and  Commerce:  ''It  is  questionable  if  any  American 
law,  unless  that  of  Wisconsin,  furnishes  medical  relief  to  injured 

workmen It  is  questionable  if  the  Wisconsin  law  should 

not  be  amended  to  read  that  medical  aid  should  continue  until 
recovery  was  complete  or  as  complete  as  would  ever  be  probable."* 

In  at  least  one  state,  namely  Washington,  the  matter  was  not 
settled  without  a  serious  struggle.  The  commission  which  prepared 
the  draft  of  the  compensation  act  (or  at  least  some  members  of  it, 
representing  the  interests  of  labor)  recognized  the  importance  of 
medical  benefits  in  the  scheme  of  compensation.  But  the  exag- 
gerated fear  of  the  excessive  burden  which  that  might  place  upon 
the  employer  forced  the  commission  to  evolve  an  original  plan 
of  meeting  this  need.  Sections  lo  and  ii  of  the  draft  presented 
by  the  commission  to  the  legislatiu-e  proposed  the  organization  of  a 
First  Aid  Fxmd,*  to  which  a  contribution  of  "four  cents  for  each 
day's  work  or  fraction  thereof  done  by  each  workman"  would  be 
made  by  each  employer,  one  half  of  this  amount  to  be  deducted 
from  the  wages  of  this  employee.  From  this  First  Aid  Fund  the 
sum  of  $5  per  week  was  to  be  paid  for  a  period  not  exceeding  three 
weeks  to  meet  the  cost  of  medical,  surgical,  and  hospital  service. 
The  language  of  the  proposal  did  not  make  clear  whether  the  first 
aid  was  to  be  limited  to  accidental  injuries,  or  was  to  include  all 
other  diseases  as  well,  but  since  the  amount  of  payment  was  based 
upon  the  customary  hospital  fee  of  $i  per  month,  the  presumption 
is  that  all  illness  was  included.  Nor  was  the  meaning  of  the 
"three  weeks"  limitation  quite  definite,  though  probably  the 
limitation  referred  to  each  individual  case  of  sickness. 

The  authors  of  compensation  legislation  in  the  state  of  Wash- 
ington have  repeatedly  expressed  their  pride  in  the  courage  with 
which  that  state  embarked  upon  this  novel  and  imtried  field  of 

'  £.  H.  Downey,  History  of  Work  Accident  Indemnity  in  Jowa,  191 2,  p.  145. 

'  Thirteenth  Biennial  Report  of  the  Minnesota  Bureau  of  Labor,  Industries,  and 
Commerce,  igii-igi2,  Part  I,  "Workmen's  Compensation/'  by  D.  D.  Lescohier  and 
A.  A.  Gaiiison,  p.  14. 

'See  John  H.  Wallace,  "Compulsory  State  Insurance  from  the  Workman's 
Viewpoint,"  American  Labor  Legislation  Renew,  XI  (November  i,  February,  1912),  19. 
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sodal  legislation,  while  the  effete  East  was  watering  and  debating 
and  investigating.  In  view  of  twenty-five  to  thirty  years'  expe- 
rience in  Europe,  these  references  to  the  experimental  character  of 
compensation  legislation  do  sound  somewhat  odd.  How  many 
gross  errors  some  judicious  investigation  could  have  prevented 
is  amply  demonstrated  by  this  First  Aid  Fund  plan.  In  Massa- 
chusetts, where  medical  aid  for  two  weeks  without  limit  of  cost 
was  given  from  July  i,  191 2,  to  October  i,  1914,  the  average  cost 
per  $100  of  pay-roll  amounted  to  some  8i  cents.  Even  assuming 
an  average  wage  of  $1,000  (a  preposterous  assumption  of  course), 
the  annual  cost  amoimts  to  some  85  cents  per  wageworker.  Yet  in 
order  to  grant  the  petty  amount  of  $15  (utterly  inadequate,  because 
satisfactory  medical  aid  and  hospital  service  cannot  be  purchased 
for  $5  per  week,  especially  in  case  of  surgical  conditions),  it  was 
intended  to  collect  $12  per  annum  for  each  worker  and  charge  half 
of  it  to  the  worker's  wages.  No  wonder  that  opposition  to  this 
plan  developed  on  both  sides.  "It  was  opposed,"  says  Mr.  Wal- 
lace, "through  fear  that  state  supervision  of  hospital  treatment 
would  result  in  the  upbuilding  of  a  political  machine  for  admin- 
istration and  in  the  location  of  state-built  hospitals  ....  it  was 
opposed  because  it  was  argued  that  this  was  a  daring  piece  of  social 
legislation  [sicl]  and  would  be  sufficiently  cumbrous  for  the  first 
two  years  of  its  experimentation  without  the  burden  of  the  first- 
aid  feature  and  the  close  supervision  and  weekly  payment  of  bills 
required."  For  these  and  other  reasons  the  First  Aid  Fxmd  feature 
was  eliminated;  and,  be  it  further  noted,  after  four  years  of  experi- 
ence compensation  in  Washington  still  lacks  its  medical  benefit.' 

The  even  year  191 2  was  an  off  year  in  legislative  work.  Only 
three  acts  were  added  to  the  list — those  of  Arizona,  Michigan,  and 
Rhode  Island — ^and  only  one  of  these  failed  to  make  provision  for 
medical  aid.  Of  the  other  two,  Rhode  Island  followed  the  Massa- 
chusetts standard  in  this  as  in  almost  all  other  provisions  of  the 
compensation  system,  while  Michigan  went  a  step  beyond  the  con- 
ference standards  by  extending  the  medical  benefit  to  three  weeks. 

A  large  number  of  compensation  acts  were  passed  in  1913. 
Disregarding  amendments  of  older  acts,  and  even  the  passing  of 

'  See  note  at  end  of  article. 


Digitized  by 


Google 


598  JOURNAL  OP  POUTICAL  ECONOMY 

entirely  new  acts  in  states  already  having  some  compensation  act 
on  their  statute  books  (as  in  California,  Ohio,  and  Wisconsin), 
eight  states  were  added  to  the  lists.  The  progress  of  the  movement 
for  adequate  medical  benefits  is  evidenced  by  the  fact  that  not  a 
single  one  of  these  eight  acts  waived  medical  benefits  entirely.  The 
provisions  made  were  as  follows,  in  an  ascending  scale: 

Texas i  week,  No  money  limit 

Iowa 2  weeks,  $ioo  limit 

Nebraska 3  weeks,  $200  limit 

G>miecticut 30  days,  No  money  limit 

New  York 60  days.  No  money  limit 

Minnesota 90  days,  $100  limit 

West  ^^Iginia No  time  limit,  $150  limit 

Oregon No  time  limit,  $250  limit 

Again,  in  1914,  only  three  new  acts  were  passed,  those  of  Ken- 
tucky, Louisiana,  and  Maryland,  of  which  the  first  was  declared 
unconstitutional.'  Considering  that  all  three  are  southern  states, 
in  which  standards  of  social  legislation  are  characteristically  lower 
(of  the  sixteen  states  still  remaining  after  January  i,  191 7,  outside 
of  the  domain  of  compensation  legislation,  twelve  are  to  be  found 
among  the  eighteen  southern  states),  it  is  doubly  significant  that 
only  Loidsiana  preserved  the  Chicago  conference  standard  of  two 
weeks  with  a  $100  limit,  while  the  Kentucky  act  (later  declared 
unconstitutional)  offered  medical  aid  up  to  the  cost  of  $100  and 
Maryland  provided  for  aid  up  to  $150  without  any  time  limit. 

In  1915  ten  more  states  and  territories  fell  into  line:  Alaska, 
Colorado,  Hawaii,  Indiana,  Maine,  Montana,  Oklahoma,  Penn- 
sylvania, Vermont,  and  Wyoming. 

Alaska No  medical  aid 

Wyoming No  medical  aid 

Pennsylvania 14  days  and  $25  ($75)  limit 

Maine 14  days  and  $30  lioait 

Hawaii 14  days  and  $50  limit 

Montana 14  days  and  $50  Umit 

Vermont 14  days  and  $75  limit 

Oklahoma 15  days  and  no  Umit 

Colorado 30  days  and  $100  limit 

JfiHiATift. 30  days  and  no  limit 

>  In  addition  compensation  was  established  for  the  govenmient  servants  in  the 
Canal  Zone  by  presidential  decree. 
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Here  our  hypothesis,  so  strongly  supported  by  the  development 
up  to  1914,  seems  to  break  down:  without  any  exceptions  the  new 
acts  passed  in  1915  have  skimped  in  the  matter  of  medical  aid,  and 
most  of  them  went  below  the  lower  limits  of  earlier  legislation.' 
While  it  is  a  matter  of  some  satisfaction  that  only  two  acts,  and 
those  of  industrially  insignificant  states  like  Alaska  or  Wyoming^ 
failed  to  provide  for  medical  aid  altogether,  none  of  the  others  went 
beyond  30  days,  and  as  a  matter  of  fact  only  two  so  far  have  done 
so;  the  other  five  states  followed  the  New  Jersey  standard  in  the 
matter  of  time  limits,  and  most  of  these  added  extremely  low 
money  limits  as  well. 

Finally,  in  1916  only  two  new  acts  were  placed  on  the  statute 
books,  in  Kentucky  (in  place  of  the  act  of  1914  declared  imconstitu- 
tional)  and  in  Porto  Rico.  Both  acts  provided  fairly  liberal 
amounts — 90  days  with  a  $100  limit  and  56  days  without  any 
Umit.' 

What  explanation  may  be  advanced  for  the  seeming  reversion 
to  older  standards  which  manifested  itself  so  strongly  in  1915? 
One  is  that  the  very  delay  until  191 5  before  passing  a  compensation 
act  indicates  a  powerful  opposition,  a  certain  disregard  of  the 
interest  of  the  wageworker,  which  expressed  itself  in  the  adoption 
of  very  low  compensation  benefits,  including  that  of  medical  aid. 
That  may  seem  true  of  Pennsylvania  and  Colorado.  Of  the 
remaining  states,  none  is  of  great  industrial  importance,  and  agri- 
cultural localities  cannot  be  expected  to  lead  in  industrial  legislation. 
There  may  be  another  explanation  in  the  general  spread  of  fear 
lest  the  cost  of  medical  aid  become  excessive,  resulting  from  a 
rather  superficial  analysis  of  the  experience  of  those  states  where 
compensation  had  been  in  operation  for  some  time. 

But  much  more  significant  is  the  tendency  to  increase  the 
amoimt  of  medical  benefit  in  the  latter  states.  Of  the  37  com- 
pensation systems  now  on  the  statute  books  of  the  coimtry  at 
this  writing  (December,  1916),  five  went  into  effect  within  the  last 
twelve  months,  ten  had  been  in  force  from  one  to  two  years,  six 
from  two  to  three  years,  three  from  three  to  four  years,  seven  from 
four  to  five  years,  and  six  for  five  years  or  slightly  over,  the  average 

'  See  note  at  the  end  of  article. 
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age  of  the  compensation  systems  in  force  being  about  three  years 
and  three  months/  Nevertheless  the  amoimt  of  amending  already 
done  is  considerable  though  only  a  small  part  of  the  amendments 
proposed  actually  succeeds  in  going  through  the  numerous  legis- 
lative stages.'  With  one  or  two  exceptions,  the  acts  of  all  states 
have  been  amended  as  frequently  as  their  legislative  sessions  would 
permit.  The  frequency  of  these  amendments  is  largely  explained 
by  the  haste  and  inexpert  draughtsmanship  of  the  original  enact- 
ments. Nevertheless  it  is  a  rather  hopeful  sign  of  willingness  to 
correct  errors  conunitted.  Most  of  these  amendments  deal  with 
administrative  details,  but  here  and  there  the  essential  features 
of  the  system,  such  as  the  compensation  scale,  have  been  modified, 
and  of  these,  most  frequently  the  medical  benefit. 

The  original  Roseberry  act  of  California  (191 1)  allowed  medical 
aid  for  90  days  under  a  limit  of  $100.  The  Boynton  act  of  1913 
eliminated  the  $100  limit,  and  the  amendment  of  1915  did  away 
with  the  90  days'  limit,  at  least  in  the  gravest  cases,  by  providing 
that  this  time  may  be  extended  by  the  Industrial  Accident  Com- 
mission. Fiu-thermore  it  extended  the  scope  of  medical  and 
surgical  aid  by  including  artificial  limbs. 

The  Connecticut  act  of  1913  limited  its  medical  aid  to  30  days. 
An  amendment  of  1915  abolished  all  limits  whatsoever.  The 
original  Massachusetts  act  of  191 1  adopted  the  narrow  New  Jersey 
limit  of  2  weeks.  But  the  serious  hardship  in  severe  injuries  caused 
by  this  limit  soon  became  so  obvious  that  in  response  to  a  strong 
recommendation  of  the  Board^  the  act  was  amended  in  1914  to 
require  medical  aid  to  be  granted  ''in  unusual  cases,  at  the  dis- 
cretion of  the  board,  for  a  longer  period  *'  (sec.  i,  chap.  708,  Acts 
of  1914,  Jime  25,  1914).  While  the  actual  effect  of  this  amend- 
ment is  somewhat  imcertain,  owing  to  many  possible  interpreta- 
tions of  the  phrase  "xmusual  cases,"  and  the  uncertainty  of  the 

>  In  fact,  some  of  the  acts  were  so  radically  changed,  and  in  their  earlier  form  had 
such  limited  application  (California,  Wisconsin,  Ohio,  etc.)  that  in  reality  the  average 
age  of  the  acts  in  force  is  very  much  shorter — ^nearer  to  two  years  and  eight  months. 

>  A  card  catalogue  of  compensation  legislation,  admittedly  inconq>lete,  contains 
at  this  time  nearly  no  entries. 

« Industrial  Accident  Board,  First  Annual  Report,  igis-igij,  p.  41. 
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character  of  the  board's  "discretion,"  the  intent  of  the  amend- 
ment is  obvious.  As  a  matter  of  fact,  the  number  of  cases  where 
medical  aid  is  wanted  beyond  2  weeks  will  not  exceed  20  per  cent, 
but  that  woidd  be  a  rather  liberal  interpretation  of  the  word 
"unusual." 

The  West  Virginia  act  of  1913  established  the  liberal  standard 
of  no  time  limit  and  a  money  limit  of  $150.  Nevertheless  the 
amended  act  of  191 5  further  provided  that  "in  case  an  injured 
employee  has  sustained  a  permanent  disability  and  it  is  the  opinion 
of  the  conmnissioner  that  the  percentum  of  said  disability  can  be 
reduced  or  made  negligible  by  surgical  or  medical  treatment"  the 
amoimt  may  be  raised  to  $300.  Perhaps  a  heartless  consideration, 
brutally  put,  but  nevertheless  an  evidence  of  progress.  Still  more 
significant  are  the  very  liberal  provision  for  medical  and  surgical 
aid  in  the  Kem-McGillicuddy  act  of  1916,  providing  compensation 
for  the  employees  of  the  United  States  Government  and  replacing 
the  Alexander  act  of  1908  in  which  no  provision  for  medical  aid 
was  made,  and  the  amendment  of  1915  to  the  Nevada  act  of  1913, 
for  the  first  time  providing  medical  and  surgical  services. 

Not  only  these  various  enactments,  but  very  definite  statements 
from  the  administrative  authorities  clearly  show  that  experience 
amply  demonstrates  the  advantages  of  thorough  medical  attention. 
Thus,  as  early  as  1913,  the  California  Industrial  Accident  Board 
was  of  the  opinion  that  "the  first  and  best  compensation  that  can 
be  afforded  to  an  injured  workman  is  to  place  at  his  disposal  the 
best  skill  of  medical  and  surgical  science  of  his  time,  for  the  purpose 
of  restoring  him  as  nearly  as  possible  to  the  physical  condition  he 
was  in  before  he  was  injiu-ed.  This,  we  have  reason  to  fear,  will 
not  always  be  done  imder  the  existing  $100  limitation  placed  upon 
the  employer  and  the  insurance  carrier  by  the  law.  Therefore,  we 
ask  that  that  limitation  be  removed  and  full  medical  and  surgical 
attendance  be  required."' 

In  1914  the  Massachusetts  Industrial  Accident  Board  requested 
"that  the  legislature  give  the  Board  the  power  to  require  the 
payment  of  bills  for  medical  and  surgical  treatment,  medicines, 
medical  and  surgical  supplies,   crutches  and  apparatus,   when 

*  California  Accident  Board,  First  Annual  Report,  1913,  p.  13. 
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necessary  beyond  the  first  two  weeks  after  the  injury  in  unusual 
cases  where  the  injury  is  so  serious  as  to  require  and  warrant  such 
additional  medical  treatment/"  because  ''there  is  no  doubt  that 
if  the  injury  continues  more  than  two  weeks  the  medical  attention 
provided  is  not  sufficient  to  keep  the  employee  from  being  a  subject 
of  charity."'  The  emphasis  upon  the  fact  that  the  Massachusetts 
medical  benefit  ''is  less  than  most  of  the  other  states  have  provided  " 
is  an  excellent  argimient  of  the  advantages  of  lack  of  imiformity 
as  proving  a  stimulus  to  the  less  progressive  states. 

Even  the  New  Jersey  Commission,  "appointed  to  observe  the 
operations  of  the  law"  without  any  power  to  correct  evils,  has 
reached  the  conclusion  that  at  least  in  exceptional  cases  there 
should  be  provision  for  appeal  to  court  for  additional  medical 
services.*  In  view  of  this  development  it  is  sufficient  to  refer  to 
the  change  made  in  the  New  Jersey  act  by  the  amendment  of  1913 
(chap.  174,  Acts  of  1913)  in  reducing  the  maximum  medical  benefit 
from  $100  to  $50.  In  the  brief  history  of  compensation  in  this 
coimtry  this  as  yet  remains  the  only  example  of  a  reduction  on  an 
important  scale. 

That  in  most  states  the  limits  are  sufficiently  low  to  strike  a 
perceptible  proportion  of  cases  of  injury  is  self-evident.  All 
injured  persons  do  not  recover  within  two  weeks.  But  exactly 
what  proportion  of  cases  is  affected  ?  No  direct  statistical  answer 
to  this  question  on  the  basis  of  American  data  is  available,  for  the 
effects  of  the  benefit  scales  of  the  American  laws  have  not  yet 
begun  to  be  studied.  But  the  assumption  seems  justifiable  that 
rarely  will  medical  aid  be  necessary  beyond  the  period  of  temporary 
disability,  e.g.,  that  even  in  cases  of  permanent  results  the  con- 
clusion of  the  period  of  temporary  disability  as  a  rule  indicates  also 
the  conclusion  of  all  medical  treatment.  Scattered  American  data 
as  to  the  distribution  of  accidents  according  to  the  duration  of 
disability  are  available  for  a  few  states,  but  their  comparative 
value  is  impaired  by  the  difference  in  the  number  of  lighter  accidents 

'  Massachusetts  Industrial  Accident  Board,  First  Annual  Report,  Boston,  1914, 
p.  SI- 

•/Wi.,  p.  SO. 

'  Report  of  (New  Jersey)  Employer's  Liability  Commission  for  the  Year  igi4,  p.  8. 
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included/  It  seems  preferable^  therefore,  to  make  use  of  the 
distribution  of  accidents  according  to  severity  as  indicated  in  the 
'^ Standard  Accident  Table"  constructed  by  the  author  as  a  basis 
for  compensation  rates.^  According  to  this  table,  and  using  only 
*'  tabulatable  "  accidents  (accidents  causing  disability  on  some  other 
day  besides  the  day  of  accident)  as  a  basis,  the  number  of  cases, 
out  of  100,000,  in  which  the  period  of  temporary  total  disability 
has  not  expired  is: 

After   7  days 63,504 

**    14    **   38,218 

"    21     "   25,792 

"    28    « 18479 

•*    S6    «  6,043 

*    91     *   2,204 

The  difference  in  medical  services  provided  by  (Merent  types 
of  acts  is  therefore  very  substantial.  In  Texas  some  two-thirds 
of  all  injured  must  be  affected;  in  New  Jersey,  Massachusetts,  and 
seven  other  states  adopting  the  2-week  standard,  a  great  many 
more  than  one-third  of  the  accidents,  in  fact  nearly  two-fifths;  in 
Michigan  and  Nebraska,  over  one-fourth;  in  Indiana  and  Colorado, 
somewhat  more  than  one-sixth.^    But  it  must  be  remembered 

*  For  instance,  if  all  accident  notices,  no  matter  how  slight,  are  included,  as  in 
Massachusetts,  the  proportion  of  serious  accidents  will  be  correspondingly  reduced. 
On  the  other  hand,  in  Wisconsin  only  compensatable  accidents  (i.e.,  those  over  one 
week's  duration)  are  included. 

'  See  ''Standard  Accident  Table  as  a  Basis  for  Compensation  Rates,"  PubUcoUons 
of  American  StaHsUcal  AssociaUon,  March,  1915.    Also  Spectator  Co.,  New  York,  19x5. 

s  To  some  extent  these  proportions  may  be  increased  by  the  peculiar  wording  of 
the  law.  In  New  Jersey,  e.g.,  the  medical  benefit  is  limited  to  the  "first  two  wedcs 
after  the  injury ^^^  which  has  been  interpreted  to  mean  the  day  of  the  accident.  Not 
infrequently,  however,  the  disability,  or  suffering,  begins  some  time  after  the  injury, 
and  the  penod  of  medical  aid  is  correspondingly  reduced.  Numerous  instances  of  r^ 
distress  due  to  this  one  cause  are  described  in  the  investigation  of  the  New  Jersey  law 
made  by  the  American  Association  for  Labor  Legislation  ("Three  3rears  under  the 
New  Jersey  Workmen's  Compensation  Law,"  pp.  33-37).  The  following  case  offers 
a  good  illustration:  "Paul  R.  had  his  toe  crushed  in  a  stove  fo\mdry.  Hie  company 
applied  first-aid  treatment,  but  did  nothing  further;  more  than  two  weeks  later 
infection  set  in  and  the  man  was  obliged  to  spend  neariy  six  weeks  in  a  ho^itaL  The 
employer  was  not  required  to  pay  the  hospital  bill  of  $33. 25  or  the  medical  bill  of 
$12,  since  th^  were  contracted  after  the  first  two  weeks."  See  also  cases  No.  154 
and  No.  259.    Nevertheless,  in  most  states  the  same  perfectly  purposeless  limitation 
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that  this  smaller  share  of  accidents  affected  by  the  time  limit 
represents  the  severe  injuries,  where  both  the  economic  loss  and 
physical  suffering  are  greatest. 

When  the  limit  is  kept  up  at  8  weeks  or  60  days,  the  number  of 
accidents  represented  is  very  much  smaller — only  about  6  per  cent, 
and  only  a  little  over  2  per  cent  may  still  need  medical  attention 
after  13  weeks  have  expired.  Of  course  this  rapid  reduction  of  the 
number  of  accidents  as  the  higher  limits  are  reached  suggests  that 
the  cost  of  further  extensions  must  rapidly  decrease,  i.e.,  that  it 
probably  cost  more  to  extend  the  limit  from  i  week  to  2  weeks  than 
from  28  days  to  90  days.  The  question  of  cost  is  reserved,  how- 
ever, for  subsequent  fuller  consideration. 

The  accuracy  of  the  statistical  measurement  here  ventured 
must  be  materially  affected  by  the  money  limits,  which  must  (as 
they  are  intended  to  do)  occasionally  stop  the  supply  of  medical  aid 
before  the  time  limit  has  expired.  As  to  that,  still  less  information 
is  available  outside  of  the  interesting  data  published  by  the  Ohio 
Industrial  Commission,*  of  awards  made  from  March  i,  191 2,  to 
Jime  30,  1914,  which  are  given  in  Table  III:  The  Ohio  act  has 
no  time  limit  to  its  medical  benefits.  Nevertheless  the  number  of 
cases  calling  for  large  amoimts  of  medical  aid  is  extremely  small. 
Only  1 . 2  per  cent  of  the  cases  cost  over  $50  for  medical  aid  during 
the  period  March,  191 2,  to  December,  1913;  and  though  in  the 
later  period  there  seems  to  have  been  a  general  rise  in  the  cost  of 

exists  (Connecticut  [old  act],  Indiana,  Louisiana,  Maine,  Massachusetts  [old  act], 
Michigan,  Minnesota,  Montana,  Nevada,  New  Jersey,  New  Yoik,  Oklahoma,  Rhode 
Island,  and  Texas).  In  other  states  (California,  Colorado,  Hawaii,  Illinois,  Iowa, 
Kentucky,  Nebraska,  Pennsylvania,  Porto  Rico,  Vermont,  and  Wisconsin)  the  time 
limit  is  expressed  in  terms  of  duration  of  disability  and  is  not  dated  from  the  time  of 
injury.  The  Colorado  act  contains  the  very  explicit  language:  ^from  the  day  the 
employee  leaves  work  as  the  result  of  the  injuiy."  In  Massachusetts  the  injustice 
of  this  section  in  the  act  of  191 1  became  so  evident  that  upon  recommendation  of  the 
Board  {First  Annual  Report^  p.  41)  the  language  was  amended  in  1914.  In  Michigan 
and  some  other  states  the  situation  was  met  by  decisions  of  boards  and  commissions. 
The  situation  offers  an  eloquent  illustration  of  the  great  importance  of  expert  bill 
drafting.  In  the  latter  formula  the  question  of  medical  and  suigical  aid  in  case  of 
an  injuiy  which  does  not  result  in  disalnlity  might  still  be  raised,  though  the  writer 
is  not  aware  of  any  cases  of  this  character. 

^Okio  Industrial  Commission^  Department  of  Investigation  and  Statistics, 
Rtparts  2  and  4. 
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medical  aid,  the  proportionate  nmnber  did  not  rise  much  above  2 
per  cent.  The  table  also  indicates  what  might  have  been  surmised, 
that  a  larger  proportion  of  these  cases  calling  for  costly  medical  aid 
occurs  among  the  permanent-disability  cases.  The  peculiar  sig- 
nificance of  tins  fact  will  be  referred  to  later.    The  higher  money 

TABLE  m 

DlSTSIBDTION  OF  MEDICAL  AWA]U>S  BY  AMOUNT  Df  OmO 


Amoontof 
Awaid 

FatidCaaet 

• 
PenDAnent 
Disabflity 

Tempoiaxy 

Diaai^Over 

7  Days 

Temporary 

DiaabiC^  under 

7DVi 

AUCasci 

Much  X,  X9xa— Deconber  31, 1913 

Under  $    5. 
$    5-        10. 

10-        25. 
25-        50. 
SO-        75- 
75-      100. 

6 

25 

130 

50 

22 

10 

9 

7 

7 

1,075 

1,535 

1,248 

244 

14 
10 

4 

6,811 

1,252 

199 

I 

7,897 

2,817 

1,581 

315 

75 

29 

xl 

100-      150. 
150-       200. 

I 

200 

13 

Total.... 

30 

266 

4,197 

8,277 

12,770 

Jumaxy  x,  X914— June  30, 1914 

Under  $10. . . 
$10-      15... 

25-      50... 

50  and  over. 

25 

17 
16 

50 
191 

90 
107 

4,990 

2,395 

494 

233 

8,099 
246 

13,164 

2,846 

601 

356 

Total  . . . 

72 

438 

8,112 

8,345 

16,967 

limits,  as  shown  in  Table  III,  affect  very  few  cases  indeed.  Thus, 
granted  a  medical  benefit  milimited  in  time  (the  first  nine  states 
in  Table  II),  only  four  cases  out  of  a  thousand  will  be  affected  by 
a  money  limit  of  $ioo,  only  two  out  of  a  thousand  by  a  money  limit 
of  $150,  as  in  Maryland,  and  only  one  in  a  thousand  by  a  limit  of 
$200. 

The  lower  limits  of  $75,  $50,  $30,  or  even  $25  cut  somewhat 
more  deeply  into  the  amoimt  of  medical  aid  which  otherwise  would 
be  furnished,  since  some  5  per  cent  of  cases  for  the  entire  period 
of  26  months  called  for  medical  aid  at  a  cost  of  over  $25.    It  is 
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reasonable  to  assume  that  only  a  snudl  number  of  these  cases  were 
such  that  the  2  weeks'  Umit  would  not  have  exerted  its  influence 
long  before  the  money  limit 

Of  course  the  length  of  time  for  which  medical  aid  is  allowed 
and  the  money  limit  placed  upon  its  value  indicate  only  the  quan- 
tity and  not  the  quality  or  kind  of  aid  allowed.  "Medical  and 
surgical  aid"  is  an  elastic  term.  The  effort  to  cure  or  at  least 
minimize  the  phjrsical  results  of  an  injury  may  call  for  various  forms 
of  expenditure.  In  this  respect  greater  uniformity  may  be  ob- 
served, the  exact  language  of  the  acts  in  respect  of  medical  aid 
following  certain  customary  formulae.'  As  a  broader  provision, 
the  formula  of  the  ^sconsin  act  of  1913  may  be  quoted:  "Such 
medical,  surgical,  and  hospital  treatment,  medicines,  medical  and 
surgical  supplies,  crutches,  and  apparatus,  as  may  be  reasonably 
required  at  the  time  of  the  injury  and  thereafter  during  the  dis- 
ability ....  to  cure  and  relieve  from  the  effects  of  the  injury." 
This  formula  is  reasonably  complete.  It  repeats  the  formula  of  the 
earUer  act  of  191 1,  except  that  the  word  "hospital"  has  been  added 
in  the  first  line.  But  it  is  doubtful  whether  this  addition  is  of  great 
importance,  for  evidently,  in  cases  requiring  hospital  care,  the 
provision  of  the  law  granting  medical  and  surgical  treatment  would 
not  have  been  fulfilled  unless  hospital  care  was  added.  Sub- 
stantially the  same  language  is  foimd  in  the  acts  of  California  and 
Minnesota.  Closely  allied  is  the  formula  of  the  New  York  act, 
followed  by  those  of  Maryland  and  Oklahoma:  "such  medical, 
surgical,  or  other  attendance  or  treatment,  nurse  and  hospital 
services,  medicines,  crutches,  and  apparatus  as  may  be  required 
or  be  requested  by  the  employee"  (sec.  13).  This  goes  beyond  the 
Wisconsin  formula  by  specifying  "other  attendance,"  which 
may  be  interpreted  to  mean  sudi  specialties  as  orthopedic  or  dental 
work,  though  by  construction  all  of  it  may  be  included  imder 
surgical  treatment.  Nurse  service  is  also  emmierated.  When 
treatment  is  given  in  a  hospital,  this  specific  reference  is  evidently 
unnecessary;  the  term  presents  a  certain  danger  of  stimulating 
claims  for  nursing  from  members  of  family,  the  payment  of  which 

'  On  the  whole  it  is  quite  a  significant  feature  of  the  compensation  laws  that 
there  is  much  more  unifomdty  in  the  language  than  in  the  substantive  provisions. 
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is  hardly  intended  in  the  compensation  act.  Yet  the  occasions 
must  arise  when  hospitals  are  not  within  reach  and  hired  nurses 
may  be  necessary.  If  strict  interpretation  of  the  word  of  the  law 
were  always  the  rule,  then  the  Wisconsin  formula  would  have  its 
advantage  to  the  injured,  because  it  dearly  states  that  the  medical 
benefit  must  be  granted,  not  only  "  to  cure  "  (which  k  in  the  interest 
of  employer),  but  also  "to  relieve"  the  injured  person,  even  if 
incurably  injured.  But  it  is  evident  that  "necessary''  medical 
aid  should  include  both. 

The  broad  character  of  the  Wisconsin  formula  is  fully  recognized 
by  the  officials  of  that  state.  In  the  text  of  the  act  of  1913  issued 
by  the  Wisconsin  Industrial  Commission  the  foUowing  comment  is 
made  concerning  the  provisions  for  medical  aid: 

This  provision  of  the  Wisconsin  law  is  more  liberal  to  the  injured  workman 
than  that  of  any  other  compensation  act.  The  provision  must  be  construed 
liberally  to  carry  out  its  hiunane  purpose,  but  it  must  not  be  abused.  So  far 
the  expense  imder  this  provision  has  been  about  50  per  cent  of  compensation, 
or  one-third  of  the  total  cost.  It  should  not  be  imderstood  that  this  expense 
is  without  substantial  benefit  to  the  employer.  Where  the  injured  workman 
receives  full  and  competent  medical  attendance  he  is  able  to  return  to  work 
sooner,  and  many  injuries  which  might  otherwise  result  very  seriously  are 
quickly  cured  and  compensation  ceases.  Under  our  act  the  cost  of  medical 
attendance  is  high,  but  there  should  be,  and  we  think  there  is,  a  corresponding 
saving  in  con^nsation.  At  any  rate  the  provision  is  humane  and  just.  It 
is  little  less  than  criminal  to  cut  off  medical  attendance  at  the  expiration  of  two 
weeks,  or  limit  the  cost  to  $100,  as  is  done  in  some  acts.  Only  those  with 
minor  injuries  are  covered  by  such  a  provision,  and  those  most  seriously  injured 
are  cut  off  at  a  time  when  help  is  most  needed. 

The  essential  feature  of  both  these  formulae  which  distinguishes 
them  from  those  of  other  acts  is  the  definite  statement  concerning 
crutches  and  apparatus.  Of  the  importance  of  these  when  they 
are  needed  little  need  be  said.  The  number  of  cases  calling  for 
them  must  necessarily  be  small,  if  we  remember  that  according  to 
the  standard  accident  table,  94,193  cases  out  of  100,000  result  in 
temporary  disability  only,  and  that  even  of  4,875  cases  of  dis- 
memberment only  a  few  are  sufficiently  serious  to  call  for  such 
apparatus.  The  collective  cost  of  such  aid  to  recovery  must  be 
small,  but  in  individual  cases  it  must  be  considerable  and  beyond 
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the  means  of  the  injured.  It  is  significant,  therefore,  that  the 
California  act  was  amended  in  1915  to  include  "artificial  limbs" — 
as  yet  the  only  act  that  goes  so  far. 

The  New  Jersey  formula,  followed  by  a  large  nxmiber  of  states, 
is  much  briefer  and  very  much  restricted,  reading  "reasonable 
medical  and  hospital  services  and  medicines,  as  and  when  needed.'' 
This  formula  is  reproduced  exactly  in  eight  states'  and  with  very 
slight  modifications  in  sixteen  others.'  It  quite  definitely  excludes 
any  apparatus  or  crutches.  Medicines  or  supplies  are  omitted  in 
many  of  the  latter  acts.  In  some  states,  again,  the  administrative 
commissions  were  forced  to  go  beyond  the  provisions  of  the  law. 
Thus  the  Massachusetts  Board  ruled^  that  "necessary  carriage 
hire,  crutches,  trusses,  etc.,  if  furnished  during  the  first  two  weeks 
after  the  injury,  come  within  the  meaning  of  reasonable  medical 
and  hospital  services  and  medicines." 

In  this  brief  analysis  the  dijfferent  time  and  money  limits  have 
been  disregarded.  But  it  is  quite  evident  that  the  two  methods  of 
provision  are  closely  related.  Specific  reference  to  crutches  or 
apparatus  would  probably  mean  very  little  where  the  maximum 
limitation  is  $25,  $30,  or  even  $50.  Even  the  time  limits  would 
have  the  same  effect,  for  crutches  or  most  other  apparatus,  and 
often  even  glasses,  could  not  be  fitted  in  an  injury  of  any  degree 
of  severity  before  the  expiration  of  the  time  limit. 

In  order  to  permit  the  purchase  of  an  artificial  limb,  both  the 
time  limit  and  the  money  limit  would  have  to  be  materially  raised 
if  not  abolished  altogether.  But  no  matter  how  expensive  artificial 
limbs  may  be,  the  cost  of  the  provision  would  depend  entirely  upon 
the  frequency  with  which  this  necessity  might  arise.  According 
to  the  same  "Standard  Accident  Table"*  the  cases  of  loss  of  leg, 
arms,  or  hand  are  only  402  out  of  100,000  accidents,  or  one  in  250. 

'Louisiana,  Maine,  Massachusetts,  Michigan,  Nebradca,  Pennsylvania,  Rhode 
Island,  and  Texas. 

'  Canal  Zone,  Colorado,  Connecticut,  Hawaii,  Illinois,  Indiana,  Iowa,  Kentucky, 
Montana,  Nevada,  Ohio,  Or^on,  United  States,  Vermont,  Kentucky,  and  West 
Virginia;  nurse  services  are  especially  mentioned  in  several  states. 

>  Massachusetts  Industrial  Accident  Board,  Bulletin  No,  2,  January,  191 3. 
Decisions  and  rulings,  p.  10. 

*Op.cU,,  p.  21. 
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It  is  evident,  therefore,  that  to  some  extent  the  low  money  limits, 
and  to  a  very  much  larger  extent  the  time  limits,  cause  the  medical 
benefit  to  be  discontinued  in  grave  cases  when  the  injured  is 
imperatively  in  need  of  it.  The  situation  may  be  met  in  one  of 
three  or  four  different  ways: 

1.  The  injured  person  may  remain  without  adequate  medical 
aid,  or  be  obliged  to  leave  the  hospital  too  soon,  or  forego  the 
necessary  operation,  or  remain  without  the  necessary  apparatus, 
thus  incurring  much  suffering  that  might  be  prevented,  and  also 
interfering  with  the  greatest  possible  restitution  of  earning  capacity. 

2.  He  may  be  able  to  purchase  the  necessary  amoimt  of  medical 
aid.  In  the  majority  of  cases,  however,  this  will  be  done  at  the 
expense  of  the  very  modest  standard  of  living  for  himself  and 
dependents  which  the  compensation-benefits  scales  provide.  It 
must  be  remembered  that,  with  some  exceptions,  low  medical 
benefits  are  found  side  by  side  with  a  low  compensation  scale  of 
50  per  cent  and  a  waiting  period  of  2  weeks.  The  immediate 
effect  of  the  accident  is  to  cut  off  the  weekly  income.  There  is 
no  pay  envelope  for  two  weeks,  but  meanwhile  medical  aid  is 
furnished  either  at  home  or  in  a  hospital,  and  the  family  is  forced 
to  draw  upon  its  savings,  if  there  are  any,  or  to  go  into  debt.  By 
the  time  the  medical  benefit  reaches  the  limit,  the  economic  status 
of  the  family  may  be  seriously  impaired,  yet  another  week  at  least 
must  elapse  before  the  first  compensation  benefit,  amounting  to 
half  the  weekly  pay,  is  received.  That  the  necessity  of  meeting 
additional  medical  or  hospital  charges  under  these  circumstances 
must  be  a  hardship  need  hardly  be  argued.' 

3.  The  injured  person  may  fall  back  upon  charitable  aid,  by 
applying  to  a  free  public  medical  institution.  This  is  likely  to  be 
the  most  frequent  way  out  of  the  difficulty.  Assuming  that 
public  institutions  are  easily  available,  all  the  necessary  medical 

*  For  a  few  illustrative  cases  see  the  report  of  the  American  Association  for  Labor 
Legislation  in  ''Three  Years  under  the  New  Jersey  Workmen's  Compensation  Law" 
(American  Labor  Legislation  Renew ^  V,  No.  i.),  especially  pp.  64-68:  case  13,  totally 
disabled  for  24  weeks,  compensation  $5.40  per  week,  medical  bill  $85  ($35  over  the 
limit);  case  103,  amputation  of  thxunb,  medical  expenses  $135  ($75  over  the  Umit); 
case  114,  loss  of  an  eye,  compensation  $674.36,  medical  expenses  $341.35  ($191.35 
above  the  limit). 
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attendance  may  be  obtained  in  this  way.  But  the  objections  to 
this  method  are  obvious.  It  goes  contrary  to  all  the  theory  underly- 
ing compensation  legislation :  it  forces  the  injured  person  to  become 
a  pauper,  and  places  upon  public  charitable  funds  the  burden  which, 
according  to  the  theory  of  compensation,  should  be  carried  by 
industry.  Again,  it  demands  from  the  medical  profession  an 
amoimt  of  gratuitous  service  which  physicians  are  inclined  to  resent 
more  and  more,  now  that  they  have  become  alive  to  the  possibiliti^ 
of  accident  compensation.' 

4.  The  employer,  or  the  insurance  carrier  acting  for  him,  may 
voluntarily  furnish  the  additional  medical  attendance  necessary 
over  and  above  the  law,  even  including  crutches,  apparatus,  and 
artificial  limbs.  This  happens  much  more  frequently  than  the 
public  outside  of  the  insurance  circles  is  aware.^  The  writer  has 
no  intention  of  holding  a  brief  for  the  insurance  companies.  This 
additional  voluntary  service  (which  has  become  sufficiently  impor- 
tant to  justify  the  coining  of  a  trade  term  "non-statutory  medical 
aid")  is  not  granted  out  of  any  philanthropic  considerations  such 
as  may  influence  the  individual  employer  to  assume  the  cost,  or, 

»"One  hospital,  which  is  forbidden  by  its  charter  to  charge  for  its  services, 
estimated  that  it  treated  three-quarters  of  all  the  work  accidents  occurring  in  the  dty 
in  which  it  was  located.  Another  hospital  stated  that  it  usually  received  nothing  for 
secvices  required  out  of  the  amo\mt  provided  by  the  act." — "Three  Years  under  the 
New  Jersey  Workmen's  Compensation  Law/'  p.  18.  See  also  the  following  cases  in 
the  same  report  on  New  Jersey:  case  88,  5  weeks  in  hospital,  only  2  weeks  paid  for; 
case  80,  10}  weeks  in  hospital,  only  2  paid  for;  case  253,  medical  attendance  was 
required  for  4  months,  including  two  operations;  only  2  weeks  paid  for.  ''The 
average  time  in  the  (Newaric  City)  hospital  for  44  non-fatal  cases  was  twenty-four 
da3rs.  Of  these  cases  ....  16  remained  over  30  days,  3  over  60  days,  and  2  over 
90  days.  In  25  cases  of  fractures  which  could  be  identified  as  due  to  work  accidents, 
the  average  time  in  the  hospital  was  3  7  days  "  (p.  66) .  "  One  large  New  Jersey  hospital 
estimated  ....  that  the  medical  expenses  of  about  one-fifth  of  these  were  not 
entirely  covered  by  the  law.  In  probably  the  majority  of  instances  necessary  medical 
attention  beyond  the  legal  allowance  has  been  given  free  by  doctors  or  hospitals  or 
paid  for  by  charitable  organizations"  (p.  68). 

^  "In  many  cases  the  employers  and  Insurance  companies  are  paying  a  larger 
amount  than  that  fixed  by  the  statute.  As  a  rule,  this  additional  expenditiure  is 
made  for  the  purpose  of  facilitating  the  recovery  of  the  workman  so  as  to  reduce  the 
amount  payable  for  recovery"  (American  Federation  of  Labor  and  National  Civic 
Federation,  Workmen's  CompensaHon  Report  upon  Operation  of  State  Laws,  Sixty- 
third  Congress,  Second  Session,  S.  Doc.  419,  p.  31). 
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even  more  frequently,  convince  him  that  the  assurance  company 
should  assume  the  cost.'  These  expenditures  for  "non-statutory 
aid,"  for  employing  an  expert  surgeon  to  operate,  or  a  high-priced 
specialist  to  make  a  diagnosis,  for  taking  X-ray  photographs,  or 
even  buying  an  artificial  limb,  are  carefully  weighed  with  the  cost 
of  the  service,  carefully  balanced  against  the  possible  saving  in 
compensation.  In  one  case  in  California  the  employer  who  granted 
medical  aid  beyond  the  90  days'  period  endeavored  to  deduct  the 
cost  from  the  amount  of  compensation  due.  He  was  overrtded 
by  the  commission,  which  declared  it  contrary  to  the  law  {Paid 
W.  Cypher  v.  United  DevdopmetU  Co.,  October  10,  1914).  The 
following  actual  case  quoted  in  an  ofEidal  California  report  aptly 
illustrates  this  situation: 

One  such  case  came  under  the  observation  of  this  Board  in  which  the 
crushing  of  one  leg  below  the  knee  necessitated  either  the  amputation  of  the 
injured  member  ot  the  transference  of  sound  bone  from  the  uninjured  leg  to 
the  injured  one  and  its  grafting  into  the  broken  fragments,  a  process  that 
required  several  months  of  surgical  attention  and  hospital  treatment.  Fortu- 
nately, the  latter  course  was  piursued  and  both  legs  were  made  nearly  as  good 
as  new,  but  the  surgical  and  hospital  expense  totalled  $1,000,  whereupon  the 
balance  sheet  stood  as  follows  imder  the  California  law:' 

Amputation  of  leg,  mairifnnfn  liability  of  employer  under  present  law $   100 .  00 

Temporary  total  disability,  5  weeks  at  $16 .90  per  week,  the  weekly  wage 

being  $26 ^ 84.50 

Permanent  partial  disability  at  60  per  cent  of  total,  391  weeks  at  $zo .  14 .  3,965 .  50 

Total  cost  to  employer  \mder  limited  medical  attendance $4,150. 00 

Medical,  surgical,  and  hospital  expense $1,000.00 

Temporary  total  disability,  26  weeks  at  $16.90 439.40 

Permanent  partial  disability,  lo  per  cent  for  754  weeks 1,274. 25 

Total  cost  to  empk)yer $2,713.65 

That  is,  in  this  case  full  medical  attendance  meant  a  saving  of  about 
$1,400.  While  this  may  serve  as  a  very  grateful  evidence  of  the 
social  value  of  enlightened  self-interest,  there  are  several  reasons 

'  Complete  protection  through  insurance  has  often  a  wonderful  influence  upon  the 
employer  in  making  him  recognize  the  rights  of  the  injured  employee. 

'  Memorandum  concerning  a  proposed  scale  of  compensation  benefits  to  be  paid 
to  workmen  injured  through  industrial  accident  now  under  consideration  by  the 
Industrial  Accident  Board  of  California  (1912  ?). 
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why  it  does  not  oflfer  an  altogether  satisfactory  solution  of  the 
difficulties: 

It  is  one  thing  to  shape  legislation  so  as  to  make  use  of  this 
economic  motive  to  obtain  socially  desirable  results,  and  quite 
another  to  depend  upon  it  exclusively  to  accomplish  what  is 
desirable.  The  average  adjuster  of  claims  may  not  be  enlightened 
enough  to  see  the  far-reaching  results  of  such  liberal  medical  treat- 
ment, and  the  stimulus  to  keep  the  medical  cost  down  to  the  lowest 
legal  limit  must  in  most  cases  be  overwhelming. 

Moreover,  one  would  scarcely  want  to  depend  entirely  upon 

someone  else's  economic  motive  for  the  preservation  of  health  and 

limb,  nay,  even  life.'    The  explanation  for  all  these  strict  limitations 

upon  the  amount  of  medical  aid  is  obviously  the  desire  to  keep  down 

the  cost  of  medical  aid  as  one  of  the  methods  of  keeping  down  the 

cost  of  *comp>ensation.    That  this  was  p>erhaps  the  most  imwise 

direction  the  employer's  economy  could  take  will  be  shown  later, 

when  the  effects  of  these  limitations  are  studied.    But  it  is  still 

more  difficult  to  imderstand  the  curious  theory  of  a  "compensation 

fund"  similar  to  the  old  "wage-fund  theory"  of  the  classical 

economists  which  gained  considerable  popularity  for  a  time.    When, 

for  instance,  the  $25  limitation  was  first  proposed  in  Pennsylvania, 

the  representatives  of  organized  labor  felt  that  "it  will  be  rather 

severe  for  the  average  man  to  be  laid  up  for  two  weeks  without 

pay  and  with  only  $25  for  the  doctor's  bill,  especially  if  the  accident 

is  a  serious  one.    But  if,  as  the  result  of  this  concession,  he  is  able 

to  get  a  little  more  money  for  the  more  serious  accidents,  and 

'  In  one  case  with  which  the  writer  is  personally  familiar — a  very  bad  compound 
comminuted  fracture  of  the  femur  (fracture  of  the  shaft  bone  of  the  leg  at  several 
places  with  crushing  of  parts  of  bone  and  exposure  of  the  injured  bone  to  the  surface 
through  laceration  of  muscles,  an  especially  serious  complication) — the  injured  person 
was  in  the  ho^ital  16  weeks,  i.e.,  8  weeks  after  the  legal  limit  for  medical  aid 
under  the  New  York  Compensation  law.  His  condition  at  the  time  was  serious,  and 
even  dangerous  to  life.  The  question,  how  much  more  money  should  be  spent  for 
hospital  care  and  operations,  possibly  amputation,  was  seriously  discussed  by  the 
insurance  company.  In  this  discussion  the  probable  cost  of  compensation  for  an 
amputated  leg  and  even  for  death  were  carefully  considered.  Fortunately  for  the 
man,  the  presence  of  a  young  wife  and  two  yoimg  children  made  the  cost  of  compensa- 
tion! for  death  very  heavy  and  was  used  as  an  argument  for  the  most  liberal  allowance 
to  save  the  man's  life.  But  supposing  he  had  been  an  altogether  unattached 
individual? 
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eq)ecially  a  life  pension  if  he  is  totally  crippled,  the  sacrifice  will 
seem  weU  worth  while."'  The  representatives  of  organized  labor 
evidently  assumed  that  satisfactory  treatments  of  both  features 
were  mutually  exclusive.  Needless  to  say,  Pennsylvania  labor  did 
not  get  the  more  liberal  treatment  of  severe  injuries,  because  of 
this  complacent  attitude.^ 

Another  potent  factor  was  the  exaggerated  fear  of  ''medical 
graft."  An  experienced  casualty  man  and  prolific  writer  on  com- 
pensation expressed  the  opinion  that  ''the  medical  feature  of  the 
law  will  always  cost  more  to  employers  than  all  other  features  of 
the  law."*  Of  course  this  statement  represents  a  gross  exaggera- 
tion. As  a  horrible  example  the  French  compensation  law  is  dted, 
which  is  designated  as  the  "Doctor's  Graft  Law."*  The  workmen 
are  said  to  be  "taking  money  out  of  their  own  pockets  by  insisting 
upon  this  feature  of  the  bill."  Little  faith  in  the  honesty  of  the 
medical  profession  is  manifested  in  the  following  statement: 
"Even  if  you  should  put  on  a  limit  of,  say,  $100,  as  New  Jersey 
does,  and  cut  the  time  to  two  weeks,  you  would  find  that  the 
amoimt  the  employer  will  be  called  upon  to  pay  in  a  great  majority 
of  cases  will  be  $100 — or  just  a  few  dollars  less."* 

Even  organized  labor  was  sufficiently  influenced  by  this  ex- 
aggerated phantom  of  a  "medical  graft"  to  agree  to  the  narrowest 
limitations  of  medical  aid,  as  the  $25  in  Pennsylvania.  "It  is 
doubtful,"  argue  representatives  of  the  Pennsylvania  Federation 

'  Proposed  Workman's  Compensation  Act  of  Pennsylvania,  Report  of  the  Con- 
Jtftnct  of  the  DeUgaUs  of  the  Pennsylvania  Federation  of  Labor  wUh  The  Industrial 
Accident  Commission,  191 2. 

*  The  most  extreme  statement  of  this  compensation-fund  theory  may  be  credited 
to  a  well-known  insurance  man,  Mr.  Edson  S.  Lott.  "The  waiting  period  should  be 
two  months.  By  pliminftring  the  smaller  misfortunes,  you  leave  your  fund  for  the 
use  of  alleviating  real  distress — ^permanent  injuries  and  the  like — ^instead  of  dissipating 
it  for  comparatively  inconsequential  injuries.  To  be  laid  up  for  a  month  is  a  mis- 
fort\me,  but  not  a  real  calamity.  If  the  fund  is  eaten  up  for  misfortunes,  there  is 
nothing  left  for  calamities."  It  does  not  seem  to  ocau:  to  Mr.  Lott  that  both  mis- 
fortunes and  calamities  might  and  should  be  provided  for  {Which  Will  Be  Best  for  the 
Workman?  by  Edson  S.  Lott,  p.  124). 

» Which  Will  Be  Best  for  the  Workman?  By  Edson  S.  Lott,  New  York,  1913, 
p.  126  (letter  to  the  Michigan  Commissioner  of  Insurance). 

4  Ibid.,  p.  126.  <  Ibid,,  p.  125. 
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of  Labor,  '^ whether  an  increase  in  the  allowance  for  the  doctor 
would  benefit  the  workingman.  E^^rience  shows  that  the  doctors 
usually  file  a  bill  for  the  maximuin  amount.''' 

How  far  from  the  mark  these  statements  fall  is  readily  demon- 
strated by  the  Ohio  data  quoted  on  page  605.  Notwithstanding 
such  gross  exaggerations,  these  fears  rapidly  spread  throughout 
almost  all  the  compensation  states.  A  basis  for  them  was  found 
under  liability-insurance  conditions.  Though  seldom  more  than 
first  aid  was  given,  the  physician  was  called  in  an  emergency,  and 
he  was  conscious  of  the  double  position,  not  only  as  the  medical 
attendant,  but  also  as  possible  important  witness  in  defense  of  a 
liability  suit.  He  presented  substantial,  sometimes  extravagant, 
bills,  and  the  liability  insurance  company  seldom  found  it  advisable 
to  oppose  their  size.  Hasty  interpretation  of  early  compensation 
statistics  seemed  to  corroborate  the  fear  of  excessive  medical  costs. 
In  every  state  the  early  months  of  application  of  the  compensation 
law  called  forth  loud  complaints  that  the  cost  of  medical  services 
absorbed  too  great  a  proportion  of  the  cost  of  compensation.  The 
Industrial  Conunission  of  Wisconsin  in  its  second  annual  report, 
covering  the  year  July,  191 2 — ^June  30,  1913,  expresses  its  alarm 
that  ''the  cost  of  medical  attendance,  including  hospital  and  nurse 
hire,  has  averaged  50  per  cent  of  the  indemnity  that  has  been  paid 
to  the  injured  employee"  (i.e.,  33 J  per  cent  of  the  total  cost  of 
compensation). 

In  California  the  adoption  of  the  compulsory  act  which  went 
into  effect  on  January  i,  1914,  was  followed  by  similar  complaints 
which  foimd  seeming  corroboration  in  the  experience  of  the  State 
Insurance  Fund  for  the  first  six  months  Qanuary  i — ^June  30, 1914) 
in  paying  out  $8,783 .  38  in  compensation  and  $1 2,844  •  5<^  ui  medical 
aid.  For  the  entire  state,  experience  of  the  first  six  months  of  the 
year  indicates  payments  for: 

Compensation $187,187 

Medical  bills iSS>iS7 

Total $342,344 

>  Proposed  Workmen's  Compensation  Act  of  Pennsylvania,  Report  of  ike  Confer^ 
ence  of  the  Ddegaies  of  ike  Pennsylvania  PederaHcn  of  Labor  wUk  the  Industrial  Accidents 
Commission,  19x2. 
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The  cost  of  medical  aid  thus  represents  83  per  cent  of  the  com- 
pensation, or  45  per  cent  of  the  total  paid  cost.  The  same  situation 
was  revealed  in  other  states. 

It  is  evident  to  the  careful  statistician,  first,  that  these  com- 
plaints were  largely  due  to  a  misunderstanding.  Since  medical 
bills  mature  rapidly,  while  compensation  benefits  are  payable  in 
weekly  instalments  and  the  bulk  of  them  is  long  deferred,  the 
proportion  of  cash  medical  payments  to  cash  compensation  pay- 
ments in  the  early  months  or  even  years  of  compensation  experience 
can  mean  very  little.  Even  if  an  effort  was  made  to  estimate  the 
future  payments  on  the  accidents  which  occurred,  the  opportunity 
for  error  was  great. 

Secondly,  the  proportion  of  medical  payments  to  compensation 
payments  is  not  quite  a  fair  measure  of  the  cost.  This  proportion 
may  vary  between  state  and  state  even  under  identical  provision 
for  medical  aid,  because  the  basis,  i.e.,  the  scale  of  compensation,  is 
different.  The  lower  the  basis  of  compensation  the  larger  ,will 
necessarily  be  the  share  devoted  to  medical  expense.  In  France, 
for  instance,  the  cost  of  medical  treatment  (including  even  the  cost 
of  medical  control  of  the  injured)  varies  between  12.5  per  cent  and 
15  per  cent  of  the  total  cost,  or  14  per  cent  and  17J  per  cent  of  the 
cost  of  compensation;  but  that  is  based  upon  a  scale  of  compensa- 
tion which  is  considerably  higher  than  any  in  the  United  States. 

Usual  estimates  of  the  cost  of  medical  aid  in  various  states  nm 
between  one-third  and  one-half  of  the  amount  paid  out  in  compen- 
sation to  the  injured;  i.e.,  for  every  dollar  paid  to  the  workman 
or  his  dependents  from  33  to  50  cents  is  paid  to  the  physicians  and 
hospitals.  Of  the  total  cost,  therefore,  medical  aid  would  absorb 
from  25  to  33  per  cent.  For  one  or  two  states  more  definite  figures 
are  available.    Those  for  Massachusetts  are  presented  in  Table  IV.* 

Here  it  evidently  makes  a  difference  whether  the  proportion  of 
expense  which  goes  for  medical  benefits  is  computed  on  the  basis 
of  amoimts  actually  paid  out  or  on  the  total  liability  incurred — 
that  is,  amount  paid  or  outstanding.  Medical  benefits  for  the 
two  years  constitute  30.7  per  cent  of  the  total  amount  actually 

*  These  figures  were  obtained  irom  preliminary  blue-sheets  issued  by  the  Massa- 
chusetts insurance  Department,  on  file,  1915. 
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paid  out,  or  21.8  per  cent  of  the  total  amount  paid  or  outstand- 
ing. The  proportion  of  medical  benefits  to  compensation  alone 
was  44.3  per  cent  in  the  case  of  compensation  actually  paid,  or 
27 . 9  per  cent  of  compensation  paid  or  outstanding/  These  figures 
may  appear  excessive  as  long  as  the  percentages  are  kept  in  mind. 

TABLE  IV 


Compensation 


Medical 


Total 


Per  Cent 
Medical 


On  policies  issued  in  191 2: 

Amount  paid  out* 

Amount  outstanding. . . 


I  973,632 
480,784 


$372,278 
9,860 


$1,345,910 
490,644 


27.7 
2.0 


Total  liability  inoirred. 

On  policies  issued  in  Januaiy 
•^ptember,  1913: 

Amount  paid  out* 

Amo\mt  outstanding 


$1,454,416 


$  649,609 
632,869 


$382,138 


$345,603 
32,232 


$1,836,554 


$   995,212 
665,101 


20.8 


34.7 
4.8 


Total  liability  inairred. 

On  all  policies  issued  July  i, 
191 2 — September  30, 1913 : 

Amo\mt  paid  out 

Amount  outstanding 


$1,282,478 


$1,623,241 
i,"3,653 


$377,835 


$717,881 
42,092 


$1,660,313 


$2,341,122 
1,155,745 


22.7 


30.7 
3.6 


Total  liability  incurred . 


$2,736,894 


$759,973 


$3,496,867 


21.8 


*  Up  to  December  31, 1914. 

But  as  a  matter  of  fact  the  data  for  the  first  group  covef  wage 
exposure  of  some  505  million  dollars,  and  for  the  second  period  for 
395  million  dollars,  making  a  total  exposure  of  900  million  dollars, 
or  perhaps  1,800,000  annual  workers.  Expressed  in  proportion  to 
the  pay-roll  exposed  (as  all  compensation  insurance  charges  are 

*  It  is  characteristic  of  the  primitive  condition  of  our  compensation  statistics  that 
for  the  same  state  different^  data  are  published  by  the  Industrial  Accident  Board, 
covering  the  first  twelve  months'  period,  July  i,  191 2 — June  30, 1913  {First  Annual 
Report,  p.  326).  According  to  these,  the  total  compensation  for  accidents  of  that 
period  amounted  to  $1,253,185  and  medical  expenses  to  $414,195,  making  a  total  of 
$1,667,380,  of  which  the  medical  constituted  24.8  per  cent.  The  total  number  of 
accidents  reported  to  insurance  companies  was  73,251,  making  the  average  medical 
expenses  $5.66.  But  in  31,768  trivial  accidents  neither  medical  expense  nor  com- 
pensation was  paid,  excluding  which  the  average  is  $10.  Of  the  remaining  31,383 
accidents,  26,303  called  for  medical  expenses  only,  which  indicates  the  importance  of 
the  problem. 
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calculated),  the  cost  for  the  first  period  yfzs  ^\  cents  per  $100  of 
wages,  during  the  second  period  9J  cents,  and  for  the  entire  period 
about  8 J  cents,  or  on  an  average  wage  of  $600,  51  cents  per  worker. 
The  increase  from  45  cents  to  57  cents  in  one  year  is  significant, 
but  nevertheless  the  entire  cost  is  extremely  moderate. 

In  Illinois,  data  for  the  accidents  of  191 2  have  been  published' 
as  shown  in  Table  V.    The  average  cost  of  medical  aid  for  a  fatal 

TABLE  V 


Number 

Compensation 

Medical 

Total 

Percent 
Medical 

Fatal  acddents 

Non-fatal  acddents . . 

8,730 

$177,317 
283,992 

1  2,153 
60,664 

$179,470 
344,656 

1.2 
17.6 

Total 

8,913 

$461,309 

$62,817 

$524,126 

12.0 

accident  is  stated  to  be  $11 . 77  and  for  a  non-fatal  one  only  $6.97, 
thus  producing  but  little  support  for  the  extravagant  charges  of 
medical  graft. 

Data  were  also  published  for  the  state  of  Ohio,^  which  are  given 
m  Table  VI. 

TABLE  VI 


Compensation 

Medical* 

Total 

Percent 
Medical 

March  1,1912 — ^December  3 1,1913 
January  1,  i9i4--June  30, 1914  . . 

$    293,340 
757,162 

$  83,957 
146,798 

$    377,297 
903,960 

22.3 
16.2 

Total 

$1,050,502 

$230,755 

$1,281,257 

18.0 

*  State  fimd  only.  For  employefs  carrying  their  own  insurance  no  data  as  to  medical  benefits  are 
a;vailable. 

The  proportion  of  the  cost  of  medical  aid  to  the  total  cost  is 
here  smaller  than  in  Massachusetts,  but  without  any  reference  to 
the  pay-roll  exposed,  for  which  data  are  unfortunately  not  avail- 
able, the  comparison  is  dangerous,  because  the  entire  scale  of 
benefits  is  so  much  higher  in  Ohio  (perhaps  by  70  per  cent)  than  it 

>  Sixth  Report  of  the  Illinois  Bureau  of  Labor  Statistics,  "Industrial  Accidents  in 
lUinois  for  191 2,''  p.  30. 

*Ohio  Industrial  Commission,  Department  of  Investigation  and  Statistics, 
Report  2  (March  i,  1912 — ^December  31, 1913)  and  Report  4  (January  i^June  30, 1914). 
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was  in  Massachusetts  until  the  amendment  of  1914  took  effect.  On 
an  assumption  of  that  difference  in  the  cost  of  compensation,  the 
proportion  of  22  per  cent  in  the  cost  of  medical  to  compensation  in 
Ohio  would  equal  i .  70X  22  per  cent  or  37 . 5  per  cent  on  the  basis 
of  Massachusetts  compensation,  or  about  35  per  cent  over  the 

Massachusetts  medical  cost  ( SZiS—  i  .35  j ^some  12 .8  cents  per  $100 

of  wages  (9. 5  centsX  i .35=  12.8  cents)  or  77  cents  per  annum  per 
average  worker  with  an  annual  wage  of  $600. 

A  very  large  body  of  experience  of  the  most  important  casualty 
companies  seems  to  indicate  that,  as  against  the  Massachusetts 
cost  of  8^  cents  per  $100  of  wages,  the  cost  in  Michigan  was  10.8 
cents,  in  Illinois  13  cents,  and  in  New  Jersey  only  6.4  cents.  This 
seems  to  agree  with  the  comparative  liberality  of  provision  con- 
cerning medical  aid  in  these  states.  The  proportion  alone  is  there- 
fore a  very  unreliable  measure  of  cost.  There  seems  to  be  a  great 
deal  of  truth  in  the  following  expression  of  views  of  a  practicing 
physician  in  Massachusetts: 

There  seems  to  be  a  great  stress  laid  on  the  percentage  paid  the  doctors. 
Now  if  we  were  paying  compensation  to  well  people  we  could  easily  understand 
why  that  criticism  would  be  just,  but  we  are  paying  compensation  to  a  man 
more  in  need  of  medical  service  than  he  is  of  bread.  If  a  man  has  a  septic 
hand  it  may  be  a  question  of  life  and  death;  if  a  man  has  a  broken  leg,  it  is  a 
question  perhaps  of  his  future  earnings.' 

As  appears  from  the  foregoing  fragmentary  data,  the  entire 
matter  of  statistics  of  accident  compensation  in  this  country  is  as 
yet  in  a  very  unsatisfactory  condition.  Efforts  are,  however,  in 
evidence  to  bring  some  order  into  this  chaos.  The  various  govern- 
ment bodies  charged  with  the  supervision  of  workmen's  compensa- 
tion are  organized  into  a  National  Association  of  Workmen's 
Compensation  Boards,  which  has  a  standing  committee  for  stand- 
ardization of  the  statistical  reports  of  these  Boards.  As  yet,  the 
boards  or  commissions  of  Massachusetts,  California,  Washington, 
and  Ohio  are  the  only  ones  to  publish  substantial  statistics,  and  the 

>  Massachusetts  Industrial  Accident  Board,  BuUetin  No.  4,  April,  1913.  ''Medical 
Services  under  the  Workmen's  Compensation  Act,"  p.  15. 
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absence  of  a  imiform  plan  makes  comparisons  difficult.'  The  New 
York  Commission,  when  consolidated  with  the  Department  of 
Labor,  had  the  good  fortune  of  finding  Dr.  L.  W.  Hatch  and  his 
Bureau  of  Statistics  available  for  its  work,  which  offers  a  promise 
of  rich  results.  On  the  other  hand,  the  Workmen's  Compensation 
Service  Bureau,  an  organization  of  some  twenty  casualty  insur- 
ance companies,  has  found  accurate  statistics  indispensable  for 
rate-making,  and  has  evolved  an  extremely  interesting  plan  for 
co-operative  statistics  which  will  cover  much  more  than  half  the 
volume  of  compensation  insurance  in  this  coxmtry.* 

Finally,  the  organization  of  the  Casualty  Actuarial  and  Sta- 
tistical Society  of  America  in  November,  1914,  furnishes  a  special 
scientific  body  for  the  study  of  the  problems  of  compensation  in  the 
light  of  statistical  experience,  facilitated  by  the  appointment  of  a 
special  committee  in  compensation  statistics.    In  his  very  interest- 

TABLE  vn 
Cost  of  Medical  and  Hospital  Services 


z 

a 

3 

4 

S 

6 

Kind  of  Medical  Benefit 

(Death 

Specified 
Injuries  (Dift- 

Permanent 
ToUl  Dis- 
abilities 

Permanent 

Partial 
Disabilities 

Temporary 
Disa^Mties 

Medical  and 

Hosinta] 
Services  Only 

Medical  services  . . . 

Nurses            ..... 

Ambulances 

Sunrical  aDnlianres. 

Total  

ing  paper  on  "Essential  Factors  in  the  Computation  of  Cost  of 
Workmen's  Compensation"^  Mr.  W.  A.  Magown,  then  chief  of  the 
Compensation  Bureau  of  the  Massachusetts  Insurance  Department, 
suggested  the  analysis  of  medical  payments  under  compensation 
given  in  Table  VII.    Such  an  analysis  would  furnish  accurate  data, 

'  See  £.  H.  Downey,  ''Essentiab  of  Workmen's  Compensation  Statistics,"  Journal 
of  Political  Economy f  December,  19x4. 

'  C.  £.  Scattergood  in  the  Journal  of  Commerce,  January  x,  19x5. 

*  Proceedings  of  the  Casualty  Actuarial  and  Statistical  Society  of  America,  1, 
November  2, 1914,  p.  189. 
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not  only  as  to  comparative  cost  of  the  various  subdivisions  of  the 
generic  term  "medical  aid/'  but  also  as  to  the  comparative  unpor- 
tance  of  these  services  for  different  groups  of  accidents.  A  com- 
parison of  these  data  for  different  states,  especially  with  reference 
to  the  number  of  cases  handled,  will  give  very  interesting  results. 
But  a  further,  more  refined,  analysis  may  lead  to  even  more  valu- 
able conclusions.  To  quote  from  the  writer's  presidential  address 
before  the  second  meeting  of  the  Casualty  Actuarial  and  Statistical 
Society: 

I  should  like  to  know,  for  instance,  what  effect,  if  any,  the  wage  of  the 
injured  has  upon  the  duration  of  injury,  and  whether  it  is  true  that  a  higher 
compensation  scale,  by  offering  a  greater  incentive  to  malingering,  increases 
the  duration  of  disability,  or  whether  the  opposite  may  not  be  true  by  any 
manner  of  means,  that  by  furnishing  a  greater  measiure  of  help  and  comfort, 
the  higher  compensation  scale  does  lead  to  more  rapid  recovery.  One  or  two 
acts  have  failed  to  embody  medical  aid  in  their  compensation  acts.  I  should 
like  to  know  whether  that  influences  the  duration  of  identical  injuries. 

A  similar  analysis  may  also  shed  some  light  upon  the  effects  of  the 
various  limitations  of  medical  aid,  described  in  the  preceding  pages. 

I.   M.  RUBINOW 
New  York  City 

Note.— Since  this  article  was  prepared  several  new  compensation  laws 
were  passed  in  1917,  and  many  other  acts  were  amended.  The  provisions  of 
the  new  acts  and  amendments  dealing  with  the  subject  of  medical  aid  will 
be  analyzed  in  a  stq>plementary  note  following  the  second  part  of  this  study 
in  the  July  issue  of  the  Journal  of  PMical  Economy. 


Digitized  by 


Google 


NOTES 
WASHINGTON  NOTES 

.    THE  NEW  WAR  LOAN 

Dtiring  the  past  moi\th  plans  for  floating  the  great  loan  provided  for 
by  Congress  have  assumed  definite  shape,  and  the  process  of  actually 
securing  subscriptions  to  the  bonds  is  now  well  under  way.  Whether 
regarded  as  an  independent  financial  operation,  unprecedented  in 
size  and  in  the  conditions  under  which  it. was  undertaken,  or  whether 
it  be  considered  as  simply  the  first  step  in  the  process  of  financing  our 
present  European  contest,  the  loan  is  of  unusual  interest  to  financiers 
and  students  of  economics.  It  comes  at  a  time  which  presents  many 
peculiar  aspects  of  banking  and  credit,  and  must  succeed  imder  condi- 
tions that  in  other  circumstances  would  possibly  be  regarded  as  forbidding 
any  real  progress.    The  amount  now  offered  is  $2,000,000,000. 

The  loan  has  taken  shape  as  a  3}  per  cent  security  offered  in  de- 
nominations running  down  to  $50,  containing  the  proviso  that  it  may  be 
refunded  into  higher-rate  bonds  at  any  time  in  the  future  when  the 
government  finds  itself  compelled  to  put  out  a  new  issue  imder  terms 
more  favorable  to  the  borrower,  redeemable  or  refimdable  after  15  years 
but  running  not  to  exceed  30  years,  and  without  the  so-called  "circula- 
tion privilege."  Perhaps  the  most  interesting  aspect  of  the  offering  is 
foimd  in  the  conditions  of  national  credit  under  which  it  is  placed  on  the 
market.  Great  Britain,  whose  borrowing  power  is  apparently  better 
than  that  of  any  of  the  other  belligerent  countries,  has  been  obtaining 
funds  in  this  country  upon  loans  amply  protected  by  collateral  notes 
varying  around  6  per  cent.  During  the  war  she  has  been  able  to 
obtain  immense  simis  of  money,  her  debt,  everything  included,  being 
now  in  the  neighborhood  of  $18,000,000,000,  or  probably  more  than 
five  times  what  it  was  before  the  war.  Other  European  countries  have 
followed  her  example.  All  have,  meanwhile,  come  to  the  United  States 
for  the  purpose  of  meeting  necessities  of  capital,  food,  money,  clothing, 
and  munitions.  Their  credit  has  now  substantially  given  out,  and 
the  government  of  the  United  States  has  assumed  the  responsibility 
of  practically  sustaining  their  military  operations  by  enabling  them  to 
buy  what  they  need  in  this  country  on  credit.    Under  these  conditions 
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the  question  is  well  worthy  of  consideration,  What  is  the  extent  to  which 
the  United  States  can  go  in  meeting  these  demands?  The  special 
importance  of  the  problem  is  foimd  in  the  fact  that  the  United  States 
today  is  the  last  reservoir  of  liquid  capital  in  the  world;  in  other  words, 
nowhere  outside  of  its  own  boundaries  can  it  borrow  in  considerable 
amount.  It  will  not  have  an  "external"  war  debt,  because  there  are, 
to  all  intents  and  purposes,  no  countries  that  are  in  position  to  take  up 
its  bonds.  Its  debt  must  be  almost  exclusively  domestic.  In  this 
respect  its  condition  is  more  closely  parallel  to  that  of  Germany  than 
to  that  of  any  other  country,  inasmuch  as  Germany  has  in  the  same  way 
financed  herself  entirely  from  within,  both  her  financial  connections  and 
her  import  and  export  trade  having  been  practically  shut  off  very  early 
in  the  war.  The  real  question  for  the  United  States,  as  for  Germany 
today,  is  how  far  annual  production  exceeds  annual  consumption;  that  is 
to  say,  what  is  the  annual  economic  surplus  ?  It  can  conceivably  take 
by  taxation  or  by  borrowing  the  total  amoimt  of  this  surplus,  and  can 
devote  it  to  the  needs  of  the  Allies  abroad,  or  to  the  support  of  men 
unproductively  employed  at  home  in  military  occupations.  More  than 
this  it  cannot  do,  for  the  reason  that  what  is  wanted  in  this  case  is  not 
money,  or  security,  or  credit,  but  the  actual  goods  and  services  that  are 
useful  in  the  maintenance  of  the  war  and  of  nulitary  forces  at  home  and 
abroad.  There  is  no  trustworthy  estimate  of  the  annual  surplus  of  pro- 
duction over  consumption  in  the  United  States.  Our  ownership  of  wealth 
is  variously  estimated  at  from  $180,000,000,000  to  $220,000,000,000, 
and  on  this  principal  an  annual  net  earning  at  5  per  c^nt  would  be, 
say,  $10,000,000,000.  Various  estimates  placing  our  annual  investable 
surplus  at  from  $5,000,000,000  to  $10,000,000,000  are  current,  but  the 
amoimt  is  likely  to  be  nearer  the  former  than  the  latter  figure.  The 
present  conditions  of  consumption  and  expenditure  among  all  classes 
being  considered,  $5,000,000,000  to  $10,000,000,000  may  be  regarded  as 
the  actual  amoimt  that  could  be  supplied  if  we  were  to  devote  our  annual 
savings  entirely  to  the  conduct  of  the  war. 

BORROWING  POWER  OF  THE  NATION 

To  attempt  to  give  more  than  this  annual  surplus  would  have  the 
result  only  of  an  apparent  or  fictitious  acquisition  of  means  by  the 
government.  If,  for  example,  the  Treasury  were  to  be  extended  credit 
by  banks  to  an  amount  which,  combined  with  the  contributions  of  the 
community  above  the  total  obtained  through  loans  and  taxation, 
amounted  to  more  than  the  annual  surplus  of  wealth,  the  result  would 
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be  simply  the  making  of  an  artificial  demand  for  goods  which  did  not 
existy  with  a  consequent  advance  in  prices,  so  that  the  goods  actually 
produced  would  be  equal,  at  their  new  level  of  prices,  to  the  funds 
offered  for  them.  This  method  of  borrowing  would  not  result  in  getting 
more,  because  there  would  be  no  more  to  get,  in  the  way  of  goods,  but  it 
would  inflict  greater  hardship  upon  the  community.  The  result  would 
be  self-enforced  economy  due  to  the  fact  that  everyone  would  have  to 
pay  higher  prices  and  would  consume  less  than  before. 

Eventually  it  might  be  possible  thus  to  acquire  a  greater  amount  of 
surplus  wealth  available  for  the  uses  of  the  government,  but  only  through 
a  difficxilt  and  painful  process.  These  fundamental  economic  conditions 
set  the  limit  to  the  rea|  success  of  the  government  financing  that  is  now 
being  undertaken. 

On  the  other  hand,  it  being  assumed  that  the  aggr^ate  amount  of  the 
loan  to  be  floated  is  carefully  and  scientifically  ascertained  and  fixed  at  a 
point  that  is  not  excessive  and  does  not  represent  an  effort  to  take  from 
the  public  more  than  it  can  properly  part  with,  there  is  yet  a  very  serious 
problem  to  be  met  in  determining  and  applying  the  methods  by  which 
the  annual  productive  surplus  of  the  country  is  to  be  taken  over.  The 
process  of  acquiring  the  total  annual  surplus  output  of  a  great  nation 
cannot,  of  course,  be  exactly  accurate,  and  involves  serious  dangers  of 
maladjustment  and  error.  The  first  problem  to  be  disposed  of  is  that  of 
avoiding  any  disturbance  to  existing  values  more  than  can  be  helped,  and 
particularly  of  avoiding  disturbance  to  banking  institutions.  Discus- 
sion based  on  the  experience  of  England  in  the  present  war  has  made 
it  seem  axiomatic  that  government  bonds  should  not  be  placed  in  the 
hands  of  commercial  banking  institutions  any  more  than  can  be  avoided, 
but  that  they  should  be  located  as  early  and  in  as  large  proportion  as 
practicable  with  the  ultimate  holders,  whether  these  be  savings  banks 
or  private  investors.  In  appealing  to  private  investors  the  government 
has  to  bear  in  mind  that  sudi  possible  investors  are  divisible  into  several 
dasses.  They  may  be  investors  who  already  own  a  given  volume  of 
seciuities,  but  who  are  willing  to  dispose  of  these  securities  in  order  to 
obtain  means  with  which  to  buy  government  bonds.  Such  sales  of 
existing  securities  mean  that  the  power  of  those  who  take  them  up  to  buy 
bonds  is  itself  curtailed  to  a  corresponding  extent.  If  it  be  assumed, 
therefore,  that  the  persons  who  are  induced  to  buy  these  old  securities 
would  have  bought  government  bonds  instead,  the  sale  is  really  a  transfer 
or  shift  whereby  the  government  securities  have  taken  their  place  in 
the  hands  of  the  investors  who  formerly  owned  such  privately  issued 
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bonds.  On  the  other  hand,  again,  the  buyer  of  the  bonds  may  be 
an  individual  who  purposes  to  pay  for  them  out  of  his  current  income, 
either  on  the  instahnent  plan  or  by  obtaining  from  his  bank  a  tem- 
porary loan  which  enables  him  to  carry  the  new  securities  imtil  he 
can  pay  off  what  is  due.  Again,  the  bond  buyer  may  not  wish  to  sell 
his  old  securities,  but  may  have  obtained  a  semipermanent  loan  pro- 
tected by  them  from  the  bank,  the  proceeds  of  which  he  uses  to  purchase 
government  bonds.  Clearly,  in  all  of  these  cases,  the  transaction,  viewed 
from  the  broad  economic  point  of  view,  is  a  change  of  ownership,  except 
in  those  instances  where  the  purchase  of  the  bonds  represents  a  real 
investment  out  of  current  income  made  by  the  recipient  of  such  income, 
who  abstains  from  the  use  of  it.  Anything  else  is  a  mere  financial  shift 
or  readjustment  which  would  be  satisfactory  in  ordinary  times  be- 
cause it  would  give  the  government  control  of  a  certain  proportion  of 
the  community's  purchasing  power,  but  which  in  this  case  is  of  less  value 
because  what  is  desired  is  to  obtain  practically  the  whole  of  the  new 
purchasing  power  of  the  community.  All  this  is  well  enough  recognized 
today,  and  accoimts  for  the  strong  effort  that  is  being  made  by  those  in 
charge  of  the  loan  to  interest  the  small  investor  and  saver,  making  the 
enterprise  truly  national  in  the  best  sense  of  the  term  by  getting  prac- 
tically the  whole  population  interested  in  the  bonds  and  disposed  to 
pay  for  them  through  a  process  of  saving.  Of  course  this  will  imply 
some  effort  on  the  part  of  the  banks  to  carry  the  bonds  during  the 
time  when  purchasers  need  assistance  in  anticipation  of  their  savings  or 
wages  and  are  therefore  obliged  to  resort  to  the  banks  for  temporary 
accommodation.  This,  however,  is  an  enlargement  of  bank  credit 
which  may  be  regarded  as  temporary  and  consequently  not  of  a  danger- 
ous variety. 

RATES  OF  INTEREST  AND  THEIR  EFFECT 

The  fact  that  the  bonds  have  been  rated  at  3J  per  cent  and  have 
been  made  non-taxable  has  led  to  a  great  deal  of  criticism  in  many 
quarters.  Analysb  shows,  however,  that  this  question  of  rate  is  a 
very  diffictdt  and  two-sided  question.  Had  the  bonds  been  placed  at 
the  current  or  market  rate  of  interest — say  5  per  cent — and  been  made 
subject  to  taxation,  they  would,  it  is  argued,  have  appealed  much  more 
strongly  to  the  small  saver  and  investor.  If  askal  today  to  take  a 
government  bond  at  3J  per  cent  the  investor  naturally  casts  a  regretful 
eye  toward  sound  privately  issued  securities  which  offer  him  s  or  6 
per  cent.    Exemption  from  taxation  is  of  no  particular  value  to  him 
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because  he  is  not  subject  to  the  higher  ranges  of  the  income  tax,  hence 
has  not  a  very  important  interest  in  exemption  provisions.  The  terms 
of  the  loan  are  therefore  said  to  be  such  as  to  appeal  strongly  to  the 
wealthier  classes  in  the  community,  which  is  disposed  either  to  throw 
over  its  old  investments,  or  to  abstain  from  investments  of  this  same 
type  and  to  substitute  the  new  bonds,  because  by  so  doing  such  investors 
will  obtain  a  tax-free  security  whose  income  value  may  be  nearly  equal 
to  that  of  the  taxable  bonds  bearing  higher  rates.  There  is,  however, 
as  already  intimated,  another  side  of  this  situation.  Had  the  new  bonds 
been  made  to  bear  5  per  cent  and  to  be  subject  to  taxation  from  the  out- 
set, thus  directly  appealing  to  the  small  investor,  he  would  in  many 
cases  have  immediately  withdrawn  his  fimds  from  savings  banks  for 
the  purpose  of  purchasing  the  new  bonds.  The  savings  banks  would 
thereupon  have  been  obliged  to  realize  upon  their  securities  in  order  to 
meet  this  type  of  demand — a  call  which  they  could  have  complied  with 
only  by  actually  selling  the  securities  or  by  obtaining  loans  at  banks  with 
the  securities  as  collateral.  Had  they  followed  eiUier  of  these  courses, 
the  result  would  have  been  somewhat  similar  to  that  which  is  today 
being  produced  by  the  process  of  disposing  of  the  securities  held 
by  the  wealthier  members  of  the  community.  Securities  would  have 
been  placed  on  the  market  or  bank  credits  would  have  been  absorbed 
on  the  basis  of  these  securities,  as  a  result  of  action  taken  by  savings 
banks  and  other  institutions  which  would  have  foimd  their  clientMe  leav- 
ing them  in  order  to  become  investors  in  government  bonds.  Either 
way  of  handling  the  situation,  therefore,  almost  inevitably  results  in  a 
readjustment  of  values  and  a  redistribution  of  ownership  of  securities. 

REQUIREMENTS  OF  THE  GOVERNMENT 

The  question  how  long  the  present  borrowing  plan  will  supply  the 
funds  needed  is  much  under  discussion,  but  can  be  readily  answered  from 
the  figures  already  made  known.  Apparently  the  government  has  been 
financing  the  AUies  at  the  rate  of  about  $400,000,000  per  month,  with 
some  prospect  of  raising  this  rate  to  $600,000,000  for  a  time.  It  has 
itself  undertaken  expenses  for  its  own  purposes  which  were  estimated  at 
$3,000,000,000  originally,  but  have  now  climbed  to  a  figure  in  the  neighbor- 
hood of  $4,000,000,000  per  annum.  It  being  assumed  that  matters  will 
proceed  at  their  present  rate,  it  would  appear  that  the  effort  must  be 
made  to  supply  something  like  $800,000,000  each  month.  Should  this 
prove  to  be  more  than  the  actual  surplus  of  production  over  consump- 
tion, even  with  the  surplus  augmented  by  increasing  economy  on  the  part 
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of  all  classes,  the  result  would  be  as  already  forecast.  Should  the  sum 
needed  prove  to  be  only  approximately  equal  to  the  surplus  within  the 
country,  the  process  of  obtaining  it  would  still  be  a  matter  of  extensive 
adjustment  and  rearrangement.  With  taxation  enacted  to  the  extent  of, 
say,  $2,000,000,000  a  year,  it  would  seem  that  the  proceeds  from  the 
loan  now  planned,  amounting  to  $2,000,000,000,  would  not  last  more 
than  from  four  to  five  months.  This  would  mean  that  fresh  loan  opera- 
tions of  a  similar  proportion  must  be  undertaken  before  the  end  of  that 
time.  The  country  has,  in  other  words,  embarked  upon  a  process  of 
extracting  from  itself  about  all  that  it  can  currently  surrender,  and  this 
process  will  become  more  and  more  severe  in  effect  as  time  goes  on,  and 
as  the  current  surplus  of  production  becomes  more  and  more  closely 
withdrawn  or  taken  up.  Opinions  differ  regarding  the  effect  of  the 
process  upon  production  and  trade,  but  there  need  be  comparatively 
little  variation  of  view  on  that  score.  The  undertaking  now  in  process 
inevitably  means  a  speeding  up  of  productive  machinery  to  the  highest 
point  in  certain  industries,  and  the  curtailment  of  the  operation  of  other 
industries  as  the  result  of  taxation  or  lack  of  demand  for  their  output. 
We  must,  in  short,  expect  to  see  a  gradual,  although  sure,  concentration 
of  demand  upon  the  output  of  comparatively  few  industries,  and  a  com- 
pression of  the  demand  for  the  product  of  others.  This  process  will 
necessarily  mean  suffering  and  readjustment  over  a  longer  or  shorter 
period,  but  extreme  activity  in  every  line  that  produces  the  goods  that 
are  in  demand.  High  wages,  profits,  and  interest  are  to  be  expected, 
while  taxation  will  probably  be  far  higher  in  proportion  to  normal  levels 
than  any  of  these,  and  prices  higher  still.  Government  control  as  a 
guiding  element  is  already  being  extensively  introduced  into  many  eco- 
nomic fields,  but  the  possibility  of  ultimately  beneficial  effects  from  its 
use  is  as  uncertain  here  as  in  Europe,  with  the  additional  factor  of  dis- 
couragement that  European  experience  in  connection  with  it  has  already 
broken  down. 

THE  PROGRAM  OF  TAXATION 

It  is  too  early  as  yet  to  speak  definitely  of  the  plans  of  taxation  which 
are  to  accompany  the  new  borrowing  program.  At  the  outset  two 
methods  of  dealing  with  this  subject  were  suggested,  the  one  that  of 
beginning  the  contest  with  resources  largely  derived  from  the  sale  of 
bonds,  the  other  that  of  imjxeing  taxation  without  delay  to  an  amount  as 
great  as  the  general  public  could  be  induced  to  bear.  The  latter  policy 
is  the  one  that  has  been  adopted  by  leaders  in  Congress,  and  economists 
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have  indulged  in  much  vague  discussion  about  what  is  called  ''con- 
scription of  income."  This  is  all  based  upon  the  accepted  and  axiomatic 
principle  that  it  is  desirable  to  obtain  the  necessary  funds  for  the  main- 
tenance of  the  war  as  much  as  possible  from  taxation  and  as  little  as 
possible  from  borrowing.  Since  the  evident  necessities  of  the  case  will 
call  for  the  contribution,  either  by  taxation  or  by  borrowing,  of  prac- 
tically the  whole  surplus  of  the  country,  as  already  seen,  the  question 
whether  it  is  obtained  through  loans  or  taxation  assumes  a  relatively 
minor  place,  granting  soimd  management  of  the  banking  mechanism. 
The  difficulty  of  the  problem  lies  in  the  fact  that  the  psychological  efiPect  of 
taxation  is  very  different  from  that  of  public  borrowing,  while  the  direct 
business  effects  are  likely  to  be  injurious  unless  the  tax  provisions  are 
worked  out  with  great  care. 

In  reporting  an  unprecedentedly  large  program  of  taxation,  the  House 
Ways  and  Means  Committee  (H.R.  4280)  has  proposed  a  measure  which 
may  possibly  tend  to  restrict  the  successful  placing  of  the  great  loans 
now  in  prospect.  The  adoption  of  the  plan  of  waiting  for  the  passage 
of  the  taxation  measure  until  after  the  first  loan  had  succeeded  and 
the  war  requirements  were  better  recognized,  would,  it  is  thought  by 
capable  observers,  probably  have  been  the  wiser  plan;  or,  if  such  a 
measure  were  to  be  proposed  at  once,  it  would  have  been  better  to  have 
b^^un  it  upon  a  more  limited  scale  in  order  to  give  less  cause  for  dis- 
couragement and  anxiety  to  prospective  taxpayers.  Special  criticism 
has  been  offered  in  many  quarters  upon  the  plan  of  back-dating  the 
new  income  tax.  But,  as  already  stated,  it  is  too  early  as  yet  to  reach 
a  definite  conclusion  about  the  scope  or  the  final  effects  of  the  new 
taxation,  inasmuch  as  the  measure  will  necessarily  pass  through  many 
legislative  changes  before  it  reaches  the  statute  books.  In  its  present 
stage  it  is  of  interest  chiefly  as  a  factor  in  the  general  fiscal  program, 
and  as  having,  therefore,  a  distinct  bearing  upon  the  placing  of  the  new 
bond  issues. 
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The  Morals  of  Monopoly  and  Competition,    By  H.  B.  Reed.    Me- 
nasha,  Wis.:    George   Banta  Publishing  Co.,   1916.    i2mo, 
pp.  iv+143.    $1.25. 
Unfair  Competition.    By  W.  H.  S.  Stevens.    Chicago:    Univer- 
sity of  Chicago  Press,  1917.     i2mo,  pp.  xiii+265.  $1 . 50  net. 
The  pubUcation  of  these  two  books,  both  of  which  deal  with  the 
subject  of  unfair  competition,  is  a  hopeful  sign  that  this  rather  neglected 
topic  is  beginning  to  receive  the  attention  its  importance  warrants. 
It  is  interesting,  too,  that  one  of  the  authors  approaches  the  question 
from  the  point  of  view  of  a  person  trained  in  philosophy  while  the  other 
is  an  economist. 

The  former,  in  The  Morals  of  Monopoly  and  Competition,  is  primarily 
concerned  in  describing  the  evolution  now  taking  place  in  the  business 
world,  **one  of  the  outstanding  features  of  which  is  the  change  from 
private  and  competitive  morality  to  pubUc  and  co-operative  morality." 
He  first  attempts  to  explain  why  private  competitive  morality  has  been 
found  imsatisfactory,  by  a  detailed  account  of  its  results  under  the  prac- 
tice of  railroad  discriminations  in  the  case  of  the  Standard  Oil  Company. 
Secondly,  he  describes  the  solutions  proposed  as  evolved  in  the  court 
decisions  concerning  railroad  rebates  and  a  fair  rate  of  return  for  public- 
service  companies.  Thirdly,  through  a  criticism  of  these  decisions,  he 
attempts  to  set  forth  the  principles  established  to  meet  the  new  conditions. 
Then,  turning  from  public  callings  to  private  callings,  he  follows  a 
similar  plan  in  the  case  of  the  large  industrial  corporations.  Here  prac- 
tically the  only  unfair  methods  of  competition  described  are  the  various 
forms  of  local  price  discrimination  employed  by  the  Standard  Oil  Com- 
pany, though  the  judicial  decisions  discussed  deal  with  a  great  variety 
of  practices  and  the  general  principle  of  freedom  of  trade.  The  general 
conclusion  is  that  industrial  combinations  which  are  doing  business 
under  the  law  of  private  callings  ought  to  be  regulated  under  the  law  of 
public  callings. 

With  this  general  conclusion  many  will  agree.  It  has  already  been 
set  forth  by  various  writers,  notably  and  by  a  method  in  many  respects 
similar  in  Wyman's  Control  of  the  Market.    But  whether  the  conclusion 
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is  adequately  substantiated  by  this  discussion  is  less  certain.  In  fact, 
the  book  seems  to  lack  a  clear-cut,  logical,  and  systematic  working  out 
of  the  question.  The  diflSculty  apparently  arises  from  the  fact  that  the 
author  is  really  dealing  with  two  questions.  One  is  whether  certain 
practices  are  fair  and  moral;  the  second  concerns  the  logical  reasoning 
and  the  evolution  of  the  moral  opinions  of  judges  as  shown  in  their 
decisions  as  to  the  legality  of  these  practices.  It  is  in  the  sections 
dealing  with  the  second  topic  that  the  most  interesting  and  suggestive 
portions  of  the  book  are  to  be  found.  Here,  notably  in  chap,  iii,  the 
author  points  out  certain  sources  of  possible  error  in  judicial  opinion, 
attention  to  which  is  much  needed.  But  while  a  judge's  decision  as  to 
what  is  legally  right  may,  under  certain  circumstances,  depend  upon  his 
ideas  as  to  what  is  morally  right,  as  is  here  pointed  out,  yet  morality  is 
not  determined  by  these  decisions.  Consequently  the  discussion  dealing 
with  this  second  topic  has  not  much  bearing  upon,  and  certainly  does 
not  answer,  the  question  propounded  by  the  first  topic  as  to  what  forms 
of  competition  are  morally  right.  To  answer  this  question  some  ethical 
criterion  is  necessary,  but  the  author  nowhere  specifically  discusses  this 
point.  So  far  as  an  answer  can  be  inferred  from  his  statement,  his  con- 
denmation  of  certain  practices  rests  upon  the  ground  that  they  tend  to 
create  monopoly.  "The  common  good  of  the  state  is  also  materially 
dependent  upon  the  prevalence  of  competition  and  the  absence  of  mono- 
poly, "  p.  49.  (Cf .  also  statements  on  pp.  44, 77, 107, 142.)  This  underly- 
ing major  premise,  whether  correct  or  not,  certainly  needs  to  be  examined 
and  justified  quite  as  much  as  those  premises  which  the  author  asserts 
(p.  1 18)  the  judges  have  not  examined.  Moreover,  it  is  somewhat  difficult 
to  reconcile  this  with  the  general  conclusion  that  industrial  combinations 
should  be  put  under  the  law  of  public  callings,  for  that  law  is  designed 
to  meet  a  situation  where  monopolies  are  commonly  admitted  to  be 
desirable.  So  far,  then,  as  the  question  "What  is  unfair  competition  ?" 
is  concerned  it  does  not  appear  from  this  volume  that  philosophy  makes 
any  contribution  to  the  answer  over  and  above  the  contribution  of  the 
economist. 

Unfair  Competition  is  an  expansion  of  the  author's  two  articles  which 
originally  appeared  in  the  Political  Science  Quarterly  for  1914.  The 
new  matter  consists  chiefly  of  added  illustrations  of  cases  of  the  different 
methods  of  unfair  competition,  the  listing  of  a  new  heading  called 
"Interference,"  and  the  expansion  of  the  conclusion,  where  especial 
attention  is  given  to  the  trust  legislation  of  1914  as  it  relates  to  this 
subject. 
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The  volume  is  sound  and  timely  and  is  the  best  presentation  of  the 
topic  available.  The  author's  final  test  of  the  fairness  of  a  given  method 
of  competition  is  "whether  or  not  it  restricts  actually  or  potentially  the 
normal  operation  of  the  law  of  competition  with  the  resulting  survival 
of  efficiency/'  and  he  is  consistent  throughout  in  adhering  to  this.  This 
test,  broadly  interpreted,  b  economically  sound.  No  attempt  has  been 
made  to  examine  into  the  moral  basis  of  this  criterion,  doubtless  with 
wisdom,  for  to  attempt  this  would  soon  involve  the  author  in  the  field 
of  ethics  and  the  entire  philosophy  of  life.  It  is  here,  if  anywhere, 
that  the  philosopher  can  best  contribute  to  this  problem,  but  unfortu- 
nately Dr.  Reed  made  no  attempt  to  do  so.  While  the  conclusions  of 
Dr.  Stevens  appear  soimd,  additional  weight  would  have  been  given 
them  had  he  tried  to  set  forth  and  refute  in  more  detail  the  arguments 
sometimes  advanced  to  justify  the  various  methods  of  competition 
which  he  condemns. 
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The  Financial  History  of  Boston.  By  Charles  Phillips  Huse. 
(Harvard  Economic  Studies,  Vol.  XV.)  Cambridge:  Har- 
vard University  Press,  1916.    8vo,  pp.  395.    $2.00 

This  work  covers  the  financial  history  of  Boston  from  May  i,  1822, 
to  January  31,  1909.  The  earlier  date  marks  the  adoption  of  the  dty 
charter,  an  event  which  signalized,  in  the  legal  sense,  the  transition 
from  the  town  form  of  government,  which  had  developed  during  the 
colonial  period,  to  the  modem  city  government.  In  the  economic  sense 
the  transformation  in  the  scope  of  governmental  functions  was  not  con- 
summated on  that  date.  The  subsequent  financial  history  of  Boston  is 
largely  the  story  of  the  growth  of  the  present  complex  administrative 
structure  on  its  fiscal  side. 

The  author  divides  this  history  into  five  periods,  each  character- 
ized by  a  financial  achievement  of  unusual  significance.  The  periods 
and  achievements  by  which  they  are  marked  are  as  follows:  (i)  ''From 
Town  to  City  Economy,  1822-1844";  (2)  "The  Building  of  the  Water- 
works, 1845-1859'';  (3)  "The  Preservation  of  the  Union;  The  Great 
Land  and  Street  Improvements,  1860-1873";  (4)  "The  Beginning  of 
the  Park  System,  1874-1886";  (5)  "The  Metropolitan  Districts;  the 
Subways,  1887-1908." 
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The  finandal  record  for  each  of  these  periods  is  covered  in  great  detail 
and  by  a  quite  unusual  method  of  treatment.  Every  important  item 
of  receipts  and  expenditures  is  separately  analyzed  and  explained  for 
each  period.  This  analysis  is  remarkably  clear,  thorough,  and  complete. 
Convenient  summaries  review  the  mass  of  detailed  materials  and  assist 
in  preserving  the  sense  of  historical  continuity  in  the  city's  finandal 
development.  Naturally  the  financial  material  is  given  greatest  empha- 
sis, but  the  statistical  discussion  is  relieved  throughout  by  an  account 
of  the  dty's  political  and  social  development,  and  of  the  personalities  in 
successive  generations  that  have  dominated  its  destiny. 

The  method  of  treatment  has  naturally  led  to  the  inclusion  of  much 
material  of  purely  local  interest;  but  this  will  doubtless  prove  one  of  the 
book's  most  interesting  features,  especially  to  those  already  familiar 
with  the  history  of  Boston.  The  book  as  a  whole  will  be  of  much  more 
than  local  interest,  however,  because  of  its  value  as  a  study  in  the  evo- 
lution of  the  modem  mimidpal  financial  structure.  Among  the  more 
interesting  features  of  this  evolution,  as  illustrated  by  the  history  of 
Boston,  are  the  following: 

1.  The  enormous  expansion  of  governmental  functions  and  the 
restdtant  increase  in  the  cost  of  government.  Boston's  geographical 
situation  and  the  political  conditions  which  have  sometimes  existed 
have  contributed  to  this  increase;  but  a  more  important  cause  has  been 
the  expansion  of  public  activities  as  the  people  came  to  demand  provision 
of  additional  services  at  public  expense. 

2.  The  dose  relation  between  general  economic  conditions  and  the 
activity  in  dty  affairs.  Great  forward  strides  during  the  years  of 
general  prosperity  alternated  with  resting  periods  during  the  years  of 
business  depression. 

3.  The  great  difiSculty  of  maintaining  both  a  tax  limit  and  a  debt 
limit  in  the  face  of  the  steadily  expanding  public  expenditures.  In 
Boston  the  debt  limit  proved  the  weaker,  and  the  temporary  relief  to  the 
taxpayers  fostered  indifference  to  sound  management  of  dty  affairs. 

4.  The  influence  of  the  state  upon  dty  finances  in  recent  years. 
To  an  increasing  degree  the  financial  policy  of  Boston  has  been  deter- 
mined from  the  State  House,  as  the  dty  has  been  compelled  to  finance 
measures  which  have  been  enacted  as  a  part  of  the  state's  program  of 
advancement. 

The  careful  and  painstaking  manner  in  which  the  financial  details 
of  the  dty's  history  have  been  studied  gives  this  book  an  enviable  dis- 
tinction  among   munidpal   financial   histories.    This   distinction   is 
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enhanced  by  the  valuable  interpretation  of  the  deeper  currents  of  public 
affairs,  an  interpretation  which  sets  forth  clearly  Uie  logic  of  municipal 
growth.  The  seamy  side  of  American  mimicipal  affairs — ^political 
corruption  and  financial  mismanagement — has  been  handled  with  severe 
restraint.  If  the  author's  treatment  of  this  topic  is  really  in  the  propor- 
tion that  it  deserves  in  Boston's  history,  then  that  city  has  been  unique 
among  American  mimidpalities  in  the  quality  of  its  administration. 

H.  L.  LuTZ 
Obesun  College  

Principles  of  Commerce.  By  Harry  Gunnison  Brown.  New 
York:  Macmillan,  1916.    8vo,pp.  iv+iS4+i88+207.    $1.50 

This  book  is  divided  into  three  parts.  Part  I,  "The  Mechanism  of 
Exchange,"  deals  with  money,  bank  credits,  and  foreign  exchange; 
Part  II,  "Economic  Advantages  of  Commerce,"  deals  with  the  gains 
of  trade,  the  rate  of  interchange  of  goods  between  communities,  and 
with  the  advantages,  and  more  especially  the  disadvantages,  of  tariffs, 
bounties,  and  governmental  attempts  to  aid  or  to  interfere  with  trans- 
portation, such  as  subsidies,  navigation  laws,  harbor  improvements,  etc.; 
Part  ni  deals  with  the  problems  of  the  determination  of  transportation 
rates. 

The  author  states  that  his  purpose  is  "to  present  a  theory  of  com- 
merce in  its  several  more  important  aspects,  while  yet  so  emphasizing 
the  relations  of  the  different  branches  of  the  subject  to  each  other  as  to 
give  unity  to  the  whole." 

Why  the  above  fragmentary  subject-matter  should  be  called  a 
theory  of  commerce,  or  what  unity  underlies  it  which  even  justifies 
its  inclusion  in  a  single  volume,  is  impossible  to  see.  The  topics 
selected  for  the  most  part  do  not  even  constitute  the  most  important 
topics  in  a  theory  of  commerce.  Such  a  theory  could  not  dispense  with  a 
discussion  of  the  operation  of  supply  and  demand,  back  to  which  so 
many  commercial  phenomena  may  be  traced;  of  the  nature  and  signi- 
ficance of  the  middleman's  functions;  of  the  conmiercial  theory  of  value; 
of  the  nature  of  commercial  organization,  the  factors  l)ring  behind  it, 
its  relations  to  industrial  organization,  the  concept  of  the  market,  various 
kinds  of  markets  and  their  theoretical  significance,  the  various  types  of 
trading  and  their  significance.  Although  space  is  foxmd  for  one  hundred 
pages  of  detailed  description  of  foreign-exchange  practice  and  phe- 
nomena, and  for  a  chapter  on  navigation  laws,  ship  and  railroad  sub- 
sidies, harbor  improvements,  etc.,  none  of  the  fundamental  topics  in 
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the  theory  of  commerce,  mentioned  above,  are  touched  upon,  except 
certain  aspects  of  the  operation  of  supply  and  demand. 

The  subject-matter  of  the  book  does  not  appear  to  constitute  even 
one  of  the  natural  subdivisions  of  the  general  subject  of  commerce, 
with  an  inherent  unity  entitling  it  to  be  set  oS  for  separate  consideration. 
Between  some  of  the  subjects  in  the  first  and  second  parts  an  intimate 
relation  does  exist  which  the  author  has  commendably  developed — 
for  example  the  dependence  of  an  understanding  of  the  rate  of  the 
interchange  of  goods,  of  the  effects  of  tariffs,  particularly  protective 
tariffs,  and  of  bounties,  upon  an  understanding  of  the  laws  of  money 
and  to  a  less  extent  of  foreign  exchange.  Even  this  intimate  relationship, 
however,  does  not  constitute  the  subjects  a  single  topic.  Between  the 
last  chapter  of  the  second  part,  the  entire  third  part,  and  the  remainder 
of  the  book,  there  is  no  peculiarly  intimate  relationship.  What  unusu- 
ally dose  relationship  exists  between  the  subject  of  railroad  rates  on  the 
one  hand  and  of  foreign  exchange  or  the  laws  of  money  on  the  other 
hand,  or  between  ship  subsidies  or  harbor  improvements  and  bank 
credits,  which  constitute  them  parts  of  a  single  subdivision  of  the  general 
subject  of  commerce  ? 

The  book  is  commendable  for  its  clearness  and  conciseness  of  style. 
Individually  and  internally  considered,  the  treatment  of  the  specific 
topics  is  good.  There  is  some  lack  of  balance  in  the  weight  accorded 
the  topics;  for  example,  the  hundred  pages  devoted  to  a  detailed  dis- 
cussion of  foreign  exchange  in  contrast  with  twenty-five  each  to  the  laws 
of  money  and  bank  credits. 

All  in  aU  the  separate  fragments  of  the  book  have  many  commendable 
features,  but  the  book  as  a  whole  is  hardly  more  than  a  collection  of 
fragments — ^it  has  no  central  dominating  topic.  Most  emphatically 
it  is  not  a  statement  of  "a  theory  of  commerce.'^ 

SuicNER  H.  Slighter 
Untveksity  of  Chicago 


A  History  of  Manufactures  in  the  United  States,  1607-1860.    By 

Victor  S.  Clark.    Washington:    Carnegie  Institute,  1916. 

8vo,  pp.  xii+67S,  14  plates  and  charts.    Unbound,  $6.00; 

cloth,  $6.50. 

A  large  mass  of  detailed  facts  has  been  diligently  assembled  from 

many  more  or  less  obscure  sources  for  this  book.    The  subject  is  treated 

broadly  with  consideration  of  numerous  factors,  such  as  natural  resources. 
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commerce,  and  currency,  which  have  affected  the  growth  of  manufactures 
in  the  United  States.  The  chief  contribution  of  the  work,  nevertheless, 
is  in  details  rather  than  in  principles. 

Some  conclusions,  those  regarding  the  effects  of  the  British  colonial 
policy  for  example,  have  been  stated  more  convincingly  by  others. 
There  is  a  lengthy,  commonplace  discussion  of  the  tariff,  which  makes 
no  notable  contribution  and  does  not  recognize  so  relevant  a  point  as 
the  evolution  of  the  "  full  dinner  pail "  argument  for  protection. 

Numerous  conclusions  of  broad  significance  are  imperfectly  stated. 
On  p.  8  it  is  said:  "Throughout  this  period  [colonial]  we  shall  find  two 
dominant  influences  controlling  the  development  of  manufactures  in 
America:  natural  resources  and  markets."  On  p.  158  the  influence  of 
labor  conditions  is  mentioned  "as  the  most  marked  s)n3iptom  of  the  com- 
plex of  economic  conditions  that  discouraged  manufactures  in  America"; 
labor  conditions  surely  deserve  as  much  prominence  as  any  other  factor. 
This  is  but  one  instance  of  piece-meal  presentation  of  co-ordinate  ele- 
ments. The  significance  of  the  uniformity  of  demand,  resulting  from  the 
dopiinance  of  frontier  conditions,  is  referred  to  casually  in  several  places, 
but  its  full  bearing  is  nowhere  simmiarized.  In  the  section  on  "Profits 
and  Interest"  (pp.  147-51),  mercantile  gross  profits,  manufacturers' 
profits,  and  interest  are  mingled  in  a  confusing  way.] 

Not  aU  of  the  generalizations  are  substantiated.  For  example: 
"Manufacturing  came  to  be  associated  in  the  eyes  of  the  colonists  with 
poverty"  (p.  155);  and,  "The  artisan  who  manufactured  goods  for  sale 
occupied  a  higher  industrial  status  than  the  mechanic  who  made  goods 
to  order"  (p.  163).  These  are  far  more  important  statements,  if  true, 
than  numerous  others  which  are  elaborated  upon  at  length. 

The  allotment  of  space  and  the  distribution  of  emphasis  are  open  to 
serious  criticism.  Over  one-fourth  of  the  volume  is  taken  up  with  the 
discussion  of  foreign  influences  and  domestic  legislation,  whereas  the 
influence  of  canals  and  steamboats  upon  manufactures  is  simmmrized 
in  four  and  one-half  pages.  Whiskey  distilling  is  given  more  space  than 
flour  milling.  For  the  period  1790-1860  over  three  times  as  much  space 
is  devoted  to  geographical  distribution  and  volume  of  manufactures. as 
to  organization. 

The  history  of  the  development  of  industrial  organization  is  inade- 
quate. The  handicraft  system,  under  which  the  workers  produced  for 
sale,  and  the  putting-out  system,  under  which  they  worked  on  materials 
furnished  them  by  a  merchant  or  manufacturer,  are  clearly  distinguished 
only  at  a  late  point  in  the  book  (p.  440),  and  the  reasons  for  the  devel- 
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opment  of  the  putting-out  system  are  not  plainly  shown.  The  section 
on  the  factory  s)rstem  (pp.  448-55)  is  incomplete;  it  does  not  give  a 
clear-cut  summary  of  the  economies  of  the  factory  or  of  the  forces  which 
brought  about  its  development.  These  economies  and  forces  are  men- 
tioned elsewhere  at  scattered  points,  to  be  sure,  but  it  is  necessary  for 
the  reader  to  pick  them  out  and  piece  them  together.  Since  the  book 
was  apparently  written  to  trace  the  volume  of  growth  rather  than  to 
analyze  the  causes  for  the  development  of  new  forms  of  industrial 
organization,  one  ends  a  critical  reading  of  the  volume  with  a  feeling  of 
uncertainty  as  to  how  much  valuable  evidence  on  the  latter  subject  may 
have  been  overlooked. 

Melvin  T.  Copeland 
Harvasd  Univebsitt 


The  Chartist  Movement  in  Us  Social  and  Economic  Aspects.  By  Frank 
F.  Rosenblatt.  (Columbia  University  Studies,  LXXm,  No.  i.) 
New  York:  Longmans,  Green,  &  Co.,  1916.    8vo,  pp.  248.    $2 .00. 

The  Decline  of  the  Chartist  Movement,  By  Preston  William  Slosson. 
(Columbia  University  Studies,  LXXIII,  No.  2.)  New  York: 
Longmans,  Green,  &  Co.,  1916.    8vo,  pp.  216.    $2.00. 

Chartism  and  the  Churches.  By  Harold  U.  Faulkner.  (Columbia 
University  Studies,  LXXIII,  No.  3.)  New  York:  Longmans, 
Green,  &  Co.,  1916.    8vo,  pp.  152.    $1 .  25. 

These  three  voltunes  will  greatly  interest  students  of  later  movements. 
The  first  volume,  which  is  introductory,  simmiarizes  the  English  radical  move- 
ments previous  to  Chartism  from  the  beginning  of  the  last  quarter  of  the 
eighteenth  century,  describes  in  detail  the  economic  and  political  situation  in 
England  at  the  time  of  the  origin  of  Chartism,  sketches  the  careers,  person- 
alities, and  beliefs  of  the  leaders  of  the  movement,  traces  its  emergence  from 
the  existing  political  and  economic  conditions  and  its  development  imtil  the 
end  of  the  Newport  riot  in  November,  1839.  The  war  has  delayed  the  com- 
pletion of  this  study  for  the  subsequent  period. 

Mr,  Slosson's  volimie  falls  into  two  parts:  the  first,  a  narrative  beginning 
with  the  second  period  of  great  activity  in  1842  and  covering  the  third  period 
of  great  activity  in  1848  and  the  final  decline;  the  second,  an  analysis  of  the 
causes  of  the  movement's  decline  and  of  its  influence  upon  the  ruling  and  the 
working  classes. 

Mr.  Faulkner's  volume  is  devoted  largely  to  the  attitude  of  Chartism 
toward  Christianity  and  the  churches  and  of  the  churches  toward  Chartism. 

The  Chartist  movement  illustrates  strikingly  labor's  tendency  to  adopt 
political  methods  in  times  of  depression  and  economic  methods  in  times  of 
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prosperity.  The  movement  was  due  primarily  to  the  depressed  condition  of 
England  in  the  later  thirty's  and  to  the  new  poor-law  which  accentuated  the 
distress.  Its  decline  was  due  largely  to  the  return  of  pro^>erity.  The  relation 
of  the  movement  to  industrial  depression  is  analyzed  ably  and  in  detail  by 
both  Mr.  Rosenblatt  and  Mr.  Slosson.  This  analysis  is  by  far  the  most  satis- 
factory feature  of  their  works. 

Chartism  suffered  severely  from  dissensions  among  its  leaders — an  ailment 
to  which  extreme  movements  seem  particularly  susceptible.  Radical  opinions 
appear  to  carry  with  them  an  intolerance  which  renders  co-operation  difficult. 
Mr.  Rosenblatt's  and  Mr.  Slosson's  accounts  of  the  conffia  among  Chartist 
leaders  over  objects,  methods,  and  personalities  throw  interesting  side  lights  on 
this  ailment  of  radical  movements. 

Occurring  when  England  was  passing  from  a  predominantly  agricultural 
to  a  predominantly  industrial  state,  Chartism  contained  leaders  who  found  the 
remedy  for  social  ills  in  agricultiuul  reform  and  those  who  found  it  in  industrial 
reform,  those  who  sought  an  ideal  agricultural  state  and  those  who  sought  an 
ideal  industrial  state.  Mr.  Rosenblatt  and  Mr.  Slosson  point  out  this  division 
among  the  leaders,  but  do  not  analyze  it  so  fully  as  it  deserves. 

Mr.  Slosson's  analysis  of  the  effect  of  Chartism,  first,  upon  the  upper  classes, 
and  particularly  upon  the  attitude  of  the  two  great  parties  toward  political  and 
social  reform,  and  second,  upon  the  working  classes,  is  very  brief  and  general. 
An  adequate  treatment  of  this  important  subject  would  require  much  more 
than  the  small  space  he  devotes  to  it. 

Mr.  Faulkner's  analysis  of  the  attitudes  of  the  Chartist  leaders  toward  the 
churches  and  of  the  churches  toward  Chartism  contributes  interesting  material 
to  the  history  of  the  relations  between  radical  reformers  and  the  churches.  It 
illustrates  vividly  the  gulf  between  those  whose  main  interest  was  radical 
schemes  of  reform  and  those  whose  main  interest  was  religion.  Mr.  Faulkner's 
study  fails  to  indicate  what,  if  any,  influence  Chartism  exerted  upon  the 
churches'  subsequent  attitude  toward  political  and  social  reform. 

The  authors  of  each  of  these  works  acknowledge  their  indebtedness  for  the 
use  of  Professor  Seligman's  collection  of  Chartist  literature  and  documents. 


The  Rise  of  Ecclesiastical  Control  in  Quebec.    By  Walter  Alexander 

RiDDELL.    (Columbia  University  Studies,  LXXIV,  No.  i.)    New 

York:  Longmans,  Green,  &  Co.,  1916.    8vo,  pp.  196.    $1 .75. 

This  book  tells  how  the  economic,  ethnic,  and  political  conditions  which 

have  prevailed  in  the  province  of  Quebec  led  up  to  and  made  possible  the 

strategic  position  of  the  Roman  Catholic  church  in  Canada.    The  aim  of  the 

author,  to  use  his  own  words,  is  "to  present  sufficient  source  material  to  afford 

the  general  reader  a  basis  upon  which  to  form  an  adequate  judgment  of  the 

sociological  and  historical  origins  in  Quebec  which  have  been  responsible  in  a 
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large  part  for  the  present  racial  situation  in  Canada  as  a  whole  ....  and 
to  show  their  relation  to  the  growth  of  the  church  itself " 

The  work  is  divided  into  two  parts.  Part  I  explains  the  manner  in  which 
the  social  phenomena  furnished  the  foimdation  upon  which  the  church  erected 
its  superstructure  of  control.  In  chap,  ii,  entitled  ''Demographic  Factors 
Affecting  the  Homogeneity  of  the  Population  of  Quebec,"  the  writer  shows 
in  a  clear  manner  how  the  factors  of  natural  environment,  the  aggregation  and 
composition  of  the  population,  together  with  the  source  of  subsistence,  operated 
to  create  a  single  homogeneous  type  of  people.  In  chap,  iii  the  facts  of  industry, 
language,  and  other  social  phenomena  are  so  treated  as  to  indicate  their  influ- 
ence iqx>n  the  same  fundamental  social  process,  namely,  the  production  of 
homogeneity  and  mental  and  moral  solidarity,  a  situation  which  reacted 
favorably  to  the  rise  of  ecclesiastical  control. 

In  Part  n  the  writer  relates  the  history  of  the  conflict  between  the  church 
and  state,  the  story  being  based  on  the  imderlying  explanation  given  in  Part  I. 
The  outstanding  feature  of  the  story  is  the  fact  of  the  decline  of  the  power  of  the 
church  under  the  French  r6gime  and  the  reversal  of  this  state  of  affairs  under 
the  British.  Owing  to  the  increased  emphasis  placed  by  Colbert  and  the 
administrators  who  foUowed  him  on  the  economic  interests  of  the  colony,  and 
to  the  assertion  of  the  king's  supremacy  in  temporal  matters,  the  church  in  the 
early  period  declined  in  power  down  to  the  time  of  the  British  conquest.  The 
attempt  of  the  English  to  assimilate  the  French  Canadians,  to  administer  a  new 
l^al  code,  and  to  establish  the  Church  of  England  aroused  the  antagonism  of 
the  people;  the  clergy  seized  upon  the  opportimity  and  championed  the  rights 
of  the  people  against  their  new  rulers.  The  concessions  which  were  made  to  the 
clergy  and  the  people  in  the  Constitutional  Act,  the  separation  of  the  province, 
and  the  granting  of  the  franchise  were  the  final  acts  which  gave  the  church 
the  supreme  position  which  it  now  holds. 

This  book  throws  much  light  on  the  present  socio-political  situation  in 
Canada.  The  barrier  that  has  grown  up  between  the  English-  and  French- 
speaking  people,  largely  throu^  the  instrumentality  of  the  church,  promises 
to  be  one  of  the  most  serious  control  problems  which  the  dominion  government 
has  to  face. 


Factory  Accounting,  By  Fra^tk  E.  Webner.  Chicago:  LaSalle 
Extension  University,  1917.  8vo,  pp.  xii+340.  $2 .  75. 
Though  published  as  a  textbook  of  the  LaSalle  Extension  University,  this 
work  is  intended  by  the  author  to  be  of  use  to  manufacturers  and  accoimtants 
as  well  as  to  students.  It  endeavors  to  cover  a  broader  field  than  cost  accoimt- 
ing;  and  in  working  out  the  factory  accounting  technique  it  deals  qmte  as 
much  with  matters  of  production  control  as  with  accounting.  By  devoting 
several  chapters  to  describing  types  of  organization,  the  work  performs  a 
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service  for  industrial  accounting  in  that  it  throws  some  emphasis  on  the  neces- 
sity of  adapting  the  accoimting  scheme  to  each  particular  case.  Even  more 
might  have  been  done  by  an  adequate  correlation  of  the  different  parts  of  the 
book.  For,  while  production-control  forms  are  constantly  used  to  illustrate 
the  text,  and  the  preface  of  the  voltmie  states  that  ''the  large  and  complex 
industrial  imits  require,  not  only  accurate  accounting,  but  also  economical 
accoimting,''  the  significance  of  these  things  is  minimized  by  the  author's  fail- 
ure to  emphasize  properly  the  fact  that  economical  accounting  is  best  secured 
by  making  accoimting  data  the  by-product  of  production-control  forms. 
The  "how"  of  collecting  data  is  well  shown,  but  the  "why"  is  for  the  most 
part  neglected. 

Four  distinct  parts  comprise  the  volume.  In  the  first  a  brief  descriptive 
survey  of  the  different  types  of  management  is  given.  The  second  deals  with 
the  controlling  accounts,  the  general  exhibits  and  the  relation  of  cost  accounts 
to  the  general  exhibit.  It  contains  also  chapters  on  specific  order  and  process 
production,  and  on  different  methods  of  concentrating  their  principal  char- 
acteristics for  effective  handling.  Some  of  these  schemes  deal  mainly  with  the 
distribution  of  manufacturing  costs  over  product,  others  with  planning  and 
scheduling.  The  third  part  is  a  short  chapter  describing  the  different  types  of 
industries,  classed  according  to  production  methods.  The  fourth  part  describes 
methods  of  coUecting  data  concerning  materials,  labor,  and  expense,  and  of 
handling  these  accounts. 

The  unique  position  of  the  book  in  the  range  of  accounting  texts  is  attained 
by  virtue  of  the  fact  that,  while  attempting  to  set  forth  a  greater  range  of 
matter  than  comes  within  the  sphere  of  technical  cost  accounting,  the  author 
deals  carefully  and  in  detail  witii  the  devices  and  methods  of  discovering  and 
recording  production  facts.  Charts  and  forms  are  used  in  great  profusion  to 
illustrate  the  text,  and  some  attention  is  given  to  the  use  of  mechanical  con- 
trivances in  caring  for  detail.  In  this  way  one  of  the  main  purposes  of  the 
book  is  accomplished,  namely,  description  of  the  recently  developed  technique 
of  factory  accounting. 

A  History  of  the  Third  French  Republic.     By  C.  H.  C.  Wright. 
Boston:  Houghton,  Mifflin  &  Co.,  1916.    8vo,  pp.  206.    $1.50. 

We  have  here  a  simple  and  general  account  of  the  political  history  of 
France  from  the  time  when  the  brutal  and  unscrupulous  Bismarck  brought 
on  the  Franco-Prussian  War  to  the  year  19 14.  To  the  economist  there  is 
very  little  of  interest.  If  one  holds  that  any  history  is  superficial  which  does 
not  unfold  the  economic  causes  at  work,  then  we  must  class  this  volume  as 
superficial. 

Nevertheless,  the  author  shows  the  relation  between  the  sensational  failure 
of  the  Union  ginirale  which  brought  on  the  crisis  of  1882  and  the  anti-Semitic 
agitation.    He  points  out  that  this  great  bank  was  the  Catholic  rival  of  the 
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RothschOds.  But  of  the  momentous  copper  speculation  which  brought  on  the 
crisis,  not  a  word.  Also,  he  faintly  refers  (p.  172)  to  the  withdrawal  of  French 
funds  from  German  banks  which  threatened  Germany  with  a  financial  crisis  in 
191 1 ,  and  led  to  Germany's  giving  way  on  Morocco  in  return  for  the  Cameroons; 
but  he  throws  no  light  on  the  unsoimd  and  extended  condition  of  credit  in 
Germany  which  made  her  so  vulnerable  at  that  time.  Again,  while  showing 
the  general  and  external  political  activities  of  the  Socialists  and  Syndicalists 
(p.  177),  he  tells  us  little  or  nothing  of  the  nature  and  development  of  the 
socialistic  forces  which  have  fairly  dominated  French  administration.  Like- 
wise, very  perfunctory  is  the  brief  reference  to  the  payment  of  the  indemnity 
by  Thiers  (p.  42),  but  not  a  word  as  to  the  most  remarkable  exchange  operations 
in  all  history.    Such  things  seem  to  be  outside  the  purpose  of  the  author. 

Viewed  solely  as  a  general  account  of  the  main  political  events  in  the  admin- 
istrations of  Thiers,  MacMahon,  Gr6vy,  Sadi  Camot,  Casimir-P6rier,  Loubet, 
Falli^res,  and  Poincar6,  the  book  is  a  convenient  vade  tnecum.  The  weakened 
condition  of  the  French  Empire  that  gave  opportunity  for  the  initial  step  in  the 
bullying,  aggressive  Prussianizing  of  Europe  which  has  reached  its  climax — and 
we  hope  its  check — ^in  the  European  war  of  today  (pp.  5-10)  is  clearly 
expressed. 

L. 


Cosi  Accounting  and  Burden  Application.  By  Clinton  H.  Scovell. 
New  York:  D.  Appleton  &  Co.,  1916.    8vo,  pp.  x+328.    $2.00. 

This  book  is  written  closely  aroimd  the  idea  of  the  production  center  as 
the  proper  unit  for  the  distribution  of  manufactiuing  burden.  A  large  part 
of  the  book  is  an  explanation  of  the  manner  in  which  taxes,  insurance,  depre- 
dation, rent,  repairs,  indirect  labor,  si^>plies,  power,  and  general  expenses  may 
be  distributed  among  the  various  production  centers.  Prime  cost,  however, 
is  not  slighted.  The  principles  to  be  observed  in  handh'ng  and  assembling  both 
material  and  labor  costs  are  stated  clearly  and  thoroughly. 

A  noteworthy  characteristic  of  this  book,  written  by  a  practidng  accoimt- 
ant,  is  the  emphasis  laid  upon  prindples  rather  than  upon  specific  methods. 
The  entire  book  deals  with  prindples  and  lays  down  general  lines  of  procedure, 
and  at  no  point  are  accounting  forms,  concrete  illustrations,  or  specific  methods 
set  forth.  This  characteristic,  even  though  it  leads  at  times  to  vagueness 
of  statement  and  certainly  debars  the  book  from  any  claim  to  being  a 
complete  guide  to  cost  accoimting,  b  not  at  all  displeasing  to  the  reader.  In 
connection  with  the  dear  and  simple  style  it  goes  far  toward  freeing  the 
book  from  the  monotony  which  seems  so  inseparable  from  works  upon  cost 
accoimting. 

Closely  related  to  the  absence  of  accounting  forms  is  the  lack  of  any  ade- 
quate presentation  of  the  relations  between  cost  accoimting  and  the  general 
accounting  system  of  the  business  making  use  of  cost  accoimts.    The  book  falls 
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short  of  establishing  completeness  as  a  treatise  on  cost  accounting  by  reason  of 
the  conscious  emphasis  upon  the  order  method  of  production  and  the  correspond- 
ing neglect  of  the  process  method  and  of  the  so-called  continuous  industries. 
The  book  contains  particularly  good  chapters  upon  unearned  burden, 
interest  as  an  element  of  cost,  the  verification  of  burden  estimates,  and  the 
budget  system.  Foundry,  textile,  candy,  and  paper  manufacturing  costs 
S3rstems  are  discussed  in  supplementary  chapters. 


Retail  Stare  Management.  By  Paul  H.  Nystrom.  Chicago:  LaSalle 
Extension  University,  191 7.    8vo,pp.  viii+238.    Index.    $2.00. 

This  book  is  intended  primarily  as  a  textbook  for  students  of  the  retailing 
process,  and  is  general  in  character  rather  than  descriptive  of  technical  matters. 
The  chief  merchandising  problems  are  presented  clearly  and  concisely.  The 
author  realizes  the  need  of  giving  to  those  engaged  in  retail  businesses  a  broad 
view  of  the  field,  in  order  to  coimteract  the  narrowing  tendencies  of  intensive 
routine  work.  The  necessary  theoretical  matter  is  presented  by  means  of 
illustrations  taken  from  actual  experiences  of  merchants.  Reality  without 
minute  detail  is  the  spirit  of  the  work. 

Particular  forms  of  retailing— chain  stores,  department  stores,  and  so  on — 
are  not  mentioned  in  the  treatise.  Location,  oiganization,  accoimting,  bu3ring, 
sales,  and  pricing,  the  factors  whose  management  means  success  or  failure  in 
any  retail  establishment,  large  or  small,  receive  thorough  treatment.  House 
policies,  especially  with  reference  to  direct  dealings  with  customers  and 
employees,  are  commented  on.  Several  of  the  merchandising  fimctions  are 
illustrated  by  simple,  well-organized  charts,  and  a  few  carefully  selected  forms 
give  hints  of  possible  methods  for  controlling  the  work  of  the  different  functions. 


Lectures  and  Addresses  on  the  Negro  in  the  South.  (Publications  of  the 
University  of  Virginia — Phelps-Stokes  Fellowship  Papers.)  Char- 
lottesville, Va.:  The  Michie  Co.,  1915.  8vo,  pp.  128. 
This  voltune  contains  a  series  of  lectures  on  the  negro  problem,  delivered 
by  various  students  of  the  South  at  the  University  of  Virginia  in  191 5.  The 
phases  of  the  problem  as  presented  are  various  and  the  suggestions  nimierous. 
The  chief  value  of  the  work  lies  in  the  breadth  of  view  presented  and  also  in 
the  fact  that  it  voices  the  sentiments  of  the  southern  leaders  upon  whom  the 
solution  finally  rests.  The  main  topics  touched  i^x)n  are:  land  tenure,  owner- 
ship, and  segregation;  education;  negro  criminalogy;  race  relationship; 
public-health  aspects;  the  church  problem,  and  others.  Not  all  of  the  lectures 
are  of  equal  value.  Some  of  them  contain  errors  of  fact  and  of  judgment ;  some 
are  of  not  more  than  passing  importance.  However,  on  the  whole  they  are 
readable,  and  those  entering  into  the  study  for  the  first  time  will  fimd  many 
valuable  suggestions. 
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THE  WAR  AND  WOMEN'S  WORK  IN  ENGLAND 

The  eflfects  of  the  war  on  the  employment  of  women  in  any  one 
of  the  coimtries  involved  can,  of  course,  be  only  incompletely  seen 
or  tmderstood  at  this  time.  In  England,  however,  certain  valuable 
reports  already  available  on  women's  war  work  set  forth  some 
definite  problems  relating  to  the  work  of  women  that  have  arisen 
in  the  greatest  industrial  nation  among  the  belligerents.  The 
widespread  depression  and  serious  unemployment  immediately 
after  the.outbreak  of  the  war,  the  organization  of  relief  work  among 
imemployed  women,  the  protest  of  the  working  women  against  the 
attempt  to  organize  women  of  leisure  to  ma^e  garments  for  soldiers, 
the  opposition  to  the  women's  war  register  in  the  spring  of  1915,  the 
gradual  expansion  of  the  new  demand  for  women's  labor,  particu- 
larly in  the  munitions  trades,  the  effect  of  the  Munitions  act  on 
women's  employment,  the  readjustment  of  trade-union  rules,  the 
suspension  of  protective  legislation,  and  the  results  of  this  sus- 
pension— ^these  problems  are  of  interest  to  us  now  in  the  United 
States,  since  it  is  possible  that  we  may  have  similar  issues  to  face 
in  the  not-distant  future. 

This  article  must  necessarily  be  confined  to  a  discussion  of  the 
war  in  relation  to  the  employment  of  women  in  industry,  but  the 
effect  of  war  on  the  non-industrial  employment  of  women  may  be 
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discussed  in  a  later  article,  together  with  certain  general  questions 
as  to  the  effect  of  the  war  on  the  gainfully  employed  women  of 
England. 

IMMEDIATE  EFFECT  OF  THE  WAR  ON  THE  STATE  OF 
EMPLOYMENT 

The  immediate  effect  of  the  war  on  British  industry  was  "an 
abrupt  and  considerable  curtailment  of  production."  In  August, 
1 914,  there  was  a  great  deal  of  unemployment  and  short  time  among 
both  men  and  women.  The  report  of  the  Board  of  Trade  on  con- 
ditions at  this  time  is  as  follows: 

Orders  both  in  home  and  foreign  trade  were  withheld  or  cancelled,  large 
numbers  of  factories  went  on  short  time,  and  in  a  nimiber  of  cases  employees 
were  provisionally  given  notice  of  discharge.  These  measures  were  largely 
precautionary  and  were  due  to  imcertainty  as  to  the  conditions  under  which 
trade  would  be  carried  on  in  war  time.  By  September,  however,  it  had  become 
clearer  in  many  industries  how  far  markets  were  likely  to  be  restricted.  In 
a  few  trades  employees  were  dismissed  after  being  on  short  time  for  a  few 
weeks,  but  in  a  much  larger  nimiber  of  cases  the  factories  resiuned  their  normal 
working.' 

Unemployment  was  more  serious  among  women  than  among 
men  for  the  following  reasons:  (i)  The  cotton  trade,  the  greatest 
of  the  women's  industries,  suffered  more  than  any  other  great 
industry  in  England  from  the  first  shock  of  the  war.  (2)  The 
so-called  "luxury  trades"  all  over  the  country,  and  particularly  in 
London,  were  terribly  depressed  as  a  result  of  the  so-called  "panic 
economy"  that  followed  the  outbreak  of  the  war,  and  these  were 
also  "women's  trades."  In  dressmaking,  millinery,  blousemaking, 
and  similar  trades  emplojmient  was  practically  at  a  standstill; 
and  large  numbers  of  women  clerks,  domestic  servants,  charwomen, 
actresses,  typists,  manicurists,  and  other  "toilet-spedalty"  em- 
ployees were  suddenly  thrown  out  of  work.  (3)  Working  women 
were  more  adversely  affected  by  the  dislocation  of  trade  than 
workingmen  because  the  army  offered  an  immediate  alternative 
employment  to  men.  The  total  reduction  in  the  number  of  work- 
ingmen employed  as  between  July,  1914,  and  October,  1914,  was 

'  Report  of  ike  Board  of  Trade  on  the  State  of  Employment  in  the  United  Kingdom 
in  OctobeTf  igi4,  Cd.  7703,  p.  15. 
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10.7  per  cent,  which  was  ahnost  precisely  equal  to  the  percentage 
of  workingmen  known  to  have  joined  the  military  and  naval  forces. 
On  the  other  hand,  the  mobilization  not  only  failed  to  offer  an 
immediate  opening  for  miemployed  women,  but  actually  aggravated 
their  plight,  since  the  wives  and  other  dependent  women  relatives 
of  reservists  and  others  who  joined  the  colors  went  in  search  of  work; 
and  tmtil  the  vexed  question  of  sieparation  allowances  had  been 
solved  these  soldiers'  dependents  increased  the  number  of  women 
who  registered  at  the  labor  exchanges  for  work. 

EXTENT  OF  UNEMPLOYMENT  AMONG  WOMEN 

Carefully  prepared  reports  of  the  Board  of  Trade  furnish 
interesting  data  relating  to  the  extent  of  imemployment  after  the 
outbreak  of  the  war  and  to  the  gradual  recovery  in  1915.    Table  I 


TABLE  I 

Employment  of  Women  m  Industry,  July,  1914,  Compared 
WITH  Later  Months 


September, 
1914 

October, 
X914 

December, 
1914 

February, 
1915 

SHllnn  f^ill  time 

S3. 5 
2.1 

36.0 
8.4 

61.9 

26.0 
6.2 

66.6 

10.8 

19.4 

3-2 

75-0 
10.9 
12.6 

On  overtime 

On  short  time 

Contraction  of  numbers  employed. . . 

1.5 

Employed  in  July,  1914 

100. 0 

100. 0 

lOO.O 

lOO.O 

has  been  compfled  from  the  three  reports  on  the  state  of  employ- 
ment in  October,  1914,  December,  1914,  and  February,  1915,'  to 
show  the  state  of  employment  in  industrial  occupations  for  women 
during  this  period.  The  number  of  persons  employed  in  July,  1914, 
is  taken  as  100. 

No  figures  are  available  for  August,  1914;  but  in  September, 
when  the  improvement  had  set  in,  only  53 . 5  per  cent  of  the  women 
employed  in  July  were  still  on  full  time,  and  44. 4  per  cent  of  all  the 
women  employed  in  July  were  out  of  work  or  were  working  on  short 
time.    Both  imemployment  and  short  time,  however,  steadily 

*  Cd.  7703,  Cd.  7755,  and  Cd.  7850. 
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decreased,  and  the  reports  for  October,  1914,  December,  1914,  and 
for  February,  1915,  show  a  constant  improvement. 

Actual  numbers  rather  than  percentages  give  a  better  idea  of 
the  effect  of  the  depression.  The  estimated  nimiber  of  women  in 
industry  who  were  either  tmemployed  or  on  short  time  was  placed 
by  the  Board  of  Trade  at  nearly  a  million.^ 

Unemployment  was  much  more  serious  in  some  industries  than 
in  others.  The  trades  most  affected  were  cotton  and  fumitmre,  the 
latter,  an  important  London  industry,  depressed  in  part  because 
fumitmre  may  be  classed  as  a  "luxury  trade"  easily  affected  by  any 
general  loss  of  confidence  and  in  part  because  of  a  shortajge  of  raw 
materials.  The  following  figures,  published  by  the  Board  of  Trade, 
show  the  extent  of  the  contraction  of  employment  in  these  two 
industries  in  October,  1914.* 

Furnitare  Contraction  Cotton  Contraction 

21 .4  per  cent  among  males  17 .  i  per  cent  among  males 

12.7  per  cent  among  females  14 . 2  per  cent  among  females 

In  addition  to  this  definite  unemployment,  short  time  or  "con- 
cealed imemployment"  was  a  serious  matter  in  both  industries 
and  was  especially  marked  in  the  cotton  trade,  where  it  was  esti- 
mated at  from  42  to  45  per  cent  of  the  women  employed. 

The  depression  in  the  cotton  industry  was  more  serious  because 
of  the  great  numbers  of  working  women  involved  and  because  the 
depression  was  long  continued.  The  slow  recovery  in  the  industry 
and  the  magnitude  of  the  problem  of  imemployment  are  shown  in 
Table  11,  which  gives  the  number  of  weavers  tmemployed  or  on  short 
time  from  October,  1914,  to  October,  1915.^ 

War  was  not  the  sole  cause  of  depression  in  the  cotton  trade. 
Bad  times  had  been  expected  in  Lancashire  before  the  war  broke 
out,  but  the  bad  condition  of  things  was  greatly  aggravated  by  the 

*  Data  as  to  the  emplo3m[ient  of  women  in  industry  in  September,  19 14,  were  as 
follows:  "Still  on  full  time,"  1,203,750;  "on  overtime,"  47»2So;  "on  short  time," 
810,000;  ^'contraction  of  numbers  employed,"  189,000.    See  Cd.  7703,  p.  6. 
'Ibid.y  p.  9. 

'  Data  from  the  weekly  returns  of  the  Amalgamated  Weavers'  Association  pub- 
lished in  the  Labour  Year  Book,  1916,  p.  28. 
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war,  since  the  cotton  trade  more  than  any  other  important  industry 
was  dependent  on  foreign  markets  and  was  particularly  affected 
by  the  various  obstacles  that  the  war  placed  in  the  way  of  export. 
The  industry  was  also  affected  to  some  extent  by  lack  of  materials, 
such  as  dyes  and  colors,  formerly  imported. 

Although  in  some  respects  the  general  position  of  the  woolen  and 
worsted  trades  was  like  that  of  cotton,  nevertheless  these  trades 
were  quite  different,  in  that  they  were  relieved  immediately  by  the 
placing  of  government  contracts. 

TABLE  n 


umber  of 
Weavers  Un- 
employed 


umbcx  of 
Weavers  on 
Short  Time 


Approximate 
Number  of 

Weavers  Un- 
onployed 


Approximate 
Number  of 
Weavers  on 
Short  Time 


1914 
October  17. . 
October  24. . 
October  31. . 
November  7 
November  14 
November  21 
November  28 
December  26. 


49,587 
53,8" 
51,549 
46,333 
43,522 
48,387 
44,249 
26,383 


66,408 
68,208 
79,949 
89,905 
93,618 
88,524 
86,450 
71,450 


1915 
January  30. . . 
February  27 . . 

March  27 

April  24 

May  22 

June  26 

July  24 

August  14 

September  25. 
October  2 


12,370 

67,250 

7,902 

47,580 

7,053 

21,429 

6,344 

14,094 

7,606 

11,642 

7,721 

8,034 

9,?48 

5,655 

4,396 

2,945 

16,586 

4,944 

16,134 

3,144 

Table  IIP  shows  the  percentage  of  unemployment  in  all  the 
trades  normally  emplo3dng  as  many  as  15,000  women. 

This  table  shows  at  least  a  slight  recovery  in  October  for  every 
trade  except  paper  and  printing  and  the  boot  and  shoe  trade,  in 
which  the  contraction  percentage  had  actually  increased.  In  a 
number  of  cases  the  recovery  was  very  marked.  This  was  especially 
true  in  the  woolen  and  worsted,  hosiery  and  other  textiles,  clothing, 
leather  (in  which  a  contraction  of  11. 8  per  cent  had  been  changed 
to  an  increase  of  2.0),  engineering,  and  other  metals — all  trades 
in  which  the  placing  of  orders  for  the  outfitting  of  the  "new  army" 
and  the  production  of  war  supplies  for  Great  Britain  and  her  allies 
had  begun  to  take  effect.  The  increased  contraction  in  the  boot 
and  shoe  trade  indicates  a  lack  of  improvement  in  spite  of  govern- 
ment orders.    This  appears  to  have  been  due  to  the  fact  that  the 

*  From  Cd.  7703,  p.  9. 
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boot  and  shoe  contracts  did  not  benefit  the  London  industry,  which 
was  chiefly  engaged  in  "light  women's  wares/'  and  neither  its 
machinery  nor  skilled  labor  could  be  to  any  extent  employed  for 
army  work.  In  Leicester,  also,  the  boot  and  shoe  industry  was 
specialized  in  women's  work,  and  it  was  necessary  to  instal  heavy 
machinery  before  army  contracts  could  be  imdertaken.'    The  Board 

TABLE  in 

State  of  Employment  for  Women  in  September  and  October,  19 14, 
Compared  with  July,  1914;   Number  Employed  in  July,  100 


Total  G&oups 


Appeoxdcatb 

Number  Occupied 

Census,  zqxx 


COMTRACnON  OF  EkPLOYMENT 


Percentage 
September,  19x4 


Percentage 
October,  X9X4 


Total,      including      miscellaneous 
trades 

Cotton 

Woolen  and  worsted 

Linen,  jute,  and  hemp 

Hosiery 

Other  textile 

Clothing 

Boot  and  shoe 

Other  food,  etc.* 

Paper  and  printing 

Furniture,  etc 

Glass,  china,  etc 

Leather,  canvas,  etc 

Engineering 

Chemicals 

Cutlery,  wiredrawing,  etc 

Other  metal 


2,229,000 


8.4 


6.2 


388,000 
144,600 
107,700 

51,900 

167,100 

808,200 

50,000 

99,000 

122,000 

21,800 

34,600 

30,900 

15,700 

34,100 

22,600 

48,700 


14.9 

4.3 

i.o 

t  0.3 

7.3 
8.6 

0.3 
136 

4.4 
131 

5-3 
II. 8 

0.5 
1. 1 

1.4 
4.8 


14.2 

1.9 
0.8 
t5.2 
2.7 
5.2 
1.7 
12. 1 

6.5 

12.7 

4.8 

t  2.0 

T  2.2 

1.0 

0.6 

1-3 


*  Other  food  and  tobacco  trade  includes  bread,  biscuit,  cocoa,  confectionerr,  and  fruit-j[»eserving 
trades;  sugar  and  glucose,  preserved-meat,  i^ckle,  sauce,  ana  baking-powder  trades;  fish-cunng  trades; 
aCrated  waters,  dder  vinegar,  British  wine,  etc. 

t  A  t  indicates  the  extent  to  which  any  industry  has  been  compelled  to  draw  in  new  emplojrees. 

of  Trade  report  on  the  "state  of  employment''  noted  also  in  con- 
nection with  the  discussion  of  the  effect  of  army  contract  work 
that  the  contracts  given  to  the  boot  and  shoe  trade  had  affected 
adversely  the  box-making  trade,  a  women's  industry,  because  the 
boots  and  shoes  required  by  the  government  do  not  need  boxes; 
some  firms  were  consequently  at  a  standstill. 

» See  Cd.  7703,  pp.  15  and  18. 
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But,  although  the  improvement  in  trade  conditions  brought 
about  a  gradual  diminution  of  imemployment,  some  public  assist- 
ance was  needed  in  the  meantime  for  the  himdreds  of  thousands  of 
women  who  had  been  suddenly  thrown  out  of  work. 

THE  CENTRAL  COMMITTEE  ON  WOMEN's  EMPLOYMENT 

The  Central  Committee  on  Women's  Employment  was 
appointed  on  August  20,  1914,  by  the  Home  Secretary,  "to  con- 
sider, and  from  time  to  time  report  upon,  schemes  for  the  provision 
of  work  for  women  and  girls  imemployed  on  account  of  the  war." 
Among  the  fourteen  members  of  the  committee  were  five  repre- 
sentatives of  working  women  chosen  by  the  War  Emergency: 
Workers'  National  Committee;  and  the  secretary  of  the  committee 
was  Miss  Mary  Macarthur,  well  known  as  the  secretary  for  the 
Women's  Trade  Union  League  and  as  the  chairman  of  the  National 
Federation  of  Women  Workers.  It  was  expected,  therefore,  that 
the  interests  of  the  working  women  would  be  adequately  protected 
in  the  work  of  this  committee. 

Some  ill  feeling  had  been  aroused  through  the  formation,  imme- 
diately after  the  outbreak  of  hostilities,  of  Queen  Mary's  Needle- 
work Guild,  which  was  to  supply  articles  for  the  troops  by  the 
volimteer  work  of  leisure-class  women.  This  plan  met  with 
vigorous  opposition  from  the  working  women's  organizations  on 
the  groimd  that  the  already  serious  imemployment  among  women 
would  probably  become  worse  if  any  national  scheme  were  promoted 
to  supplant  paid  workers  by  volimteers. 

Opposition  to  this  scheme  also  came  from  the  newly  formed  War 
Emergency :  Workers'  National  Committee.  This  organization  grew 
out  of  a  conference  of  representatives  of  labor  organizations  which 
was  called  August  5,  1914,  "to  consider  the  industrial  and  social 
position  of  the  working  classes  as  affected  by  the  war."  The  execu- 
tive committee  included  representatives  of  several  well-known  wom- 
en's organizations,  among  these  Miss  Mary  Macarthur  (Women's 
Trade  Union  League),  Miss  Margaret  Bondfield  (Women's  Co- 
operative Guild),  Dr.  Marion  Phillips  (Women's  Labour  League), 
and  Miss  Susan  Lawrence  (London  Coimty  Coimdl).  This  com- 
mittee took  a  fijm  stand  in  opposition  to  the  appeals  which  were 
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being  sent  out  urging  women  to  volunteer  for  work  rendered 
necessary  by  the  war  when  more  than  half  a  million  women  were 
out  of  employment,  and  their  protests  were  quickly  effective.  On 
August  17  the  following  official  annoimcement,  which  was  given  to 
the  newspapers,  indicated  that  the  Queen  Mary's  Guild  scheme  had 
been  modified  in  order  to  safeguard  the  interest  of  the  women  whose 
only  asset  was  their  labor  power: 

There  has  been  evident  misunderstanding  concerning  the  aims  of  the 
Queen's  Needlework  Guild,  some  people  feeling  alarmed  at  the  possibility 
that  the  enlistment  of  the  volimtary  aid  of  women  workers  woiild  tend  to 
restrict  the  employment  of  other  women  in  dire  need  of  paid  work.  Volimtary 
aid  was  meant  to  supplement  and  not  to  supplant  paid  labour,  and  one  of  the 
Queen's  very  first  cares  when  the  Guild  appeal  was  dedded  upon  was  to  avoid 
the  infliction  of  any  hardships.  The  matter  has  been  imder  earnest  considera- 
tion ever  since,  and  the  annoimcement  that  representatives  of  working  women 
will  be  called  into  consultation  provides  a  guarantee  that  everything  possible 
will  be  done  to  safeguard  the  interests  of  women  workers.' 

With  public  attention  thus  called  to  the  suffering  among 
imemployed  women,  particularly  in  London,  the  "Queen's  Work 
for  Women  Fund"  was  started,  and  money  was  turned  over  to 
the  Central  Committee  on  Women's  Employment  to  provide  work 
or  assistance  in  some  form  of  work  for  women  who  were  imemployed 
and  destitute. 

The  work  of  the  Central  ConMnittee*  was  divided  into  two  quite 
distinct  branches: 

1.  Relief  work  to  provide  for  women  who  were  unemployed  on 
account  of  the  war. 

2.  Work  tending  to  diminish  unemployment  among  women  by 
"assisting  the  proper  distribution  of  work  available  for  women  in 
ordinary  industry"  and  by  finding  new  employments  for  skilled 
women  workers  displaced  owing  to  the  war. 

RELIEF  WORK  OF  THE  CENTRAL  COBiMITTEE 

The  committee  dedded  that  no  plans  for  relief  work  should  be 
accepted  unless  two  important  principles  were  observed:   (i)  the 

*  Thi  Labour  Year  Book,  1916,  p.  80. 

*  See  the  Interim  Report  of  the  Central  Committee  on  Women's  Employment,  1915 
(Cd.  7848). 
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product  of  relief  workshops  must  not  compete  in  any  way  with 
ordinary  industry;  (2)  the  work  must  be  of  such  a  nature  as  to 
maintain  and,  if  possible,  to  improve  the  efficiency  of  the  women 
employed.  In  the  report  of  the  conmuttee's  work  it  is  made  clear 
that  the  first  point  related  to  the  method  of  distributing  the  output 
of  the  workroom  rather  than  to  the  nature  of  the  work.  The 
necessity  of  avoiding  competition,  direct  or  indirect,  with  normal 
trade  was  emphasized;  stress  was  laid,  not  only  on  the  fact  that 
the  articles  made  shotdd  not  be  offered  for  sale,  but  also  on  the  fact 
that  they  should  not  even  be  distributed  free  to  persons  with  pur- 
chasing power.  It  is  of  interest  to  observe  that  the  committee 
reported  that  difficulty  had  been  experienced  "in  enforcing  this 
principle,  chiefly  owing  to  the  desire  of  the  local  committees  to  make 
articles  for  the  troops." 

Wiih  regard  to  the  second  point — that  the  work  should  be  of 
educational  value — ^the  committee  instructed  the  local  committees 
that  the  object  of  combining  relief  with  schemes  of  work  was  not 
merely  to  avoid  the  dangers  which  attend  relief  through  doles,  but 
also  to  afford  an  opportimity  of  maintaining  or  of  definitely  increas- 
ing the  efficiency  of  the  girls  and  women  concerned.' 

The  vexed  question  of  the  wages  to  be  paid  in  the  local  work- 
rooms was  not  easily  disposed  of.  The  minimum  rate  fixed  was 
3  pence  an  hour  for  women  over  eighteen,  and  10  shillings  as  the 
maximum  relief  allowed  in  the  form  of  wages  or  maintenance. 
The  committee  gave  the  following  reasons  for  the  adoption  of 
this  rate: 

In  detemiining  the  minimum  rate  for  relief  work  the  Committee  did  not 
intend  to  imply  any  expression  of  opinion  as  to  what  shoidd  or  should  not  be 
regarded  as  a  fair  rate  in  ordinary  economic  tmdertakings.  But  it  was  neces- 
sary to  have  some  regard  to  the  rate  normally  paid  to  the  majority  of  women 
with  whom  it  would  be  necessary  to  deal.  It  was  felt  tmdesirable  to  fix  wages 
either  so  high  as  to  attract  from  ordinary  emplo3rment  or  else  so  low  as  to  fall 
below  the  barest  subsistence  level.  The  Conmiittee  had  the  dif&cult  task  of 
striking  a  fair  mean  between  these  two  extremes.    Many  women  workers  are 

'  Thus  the  committee  says  thaf  work  ....  which  will  tend  to  develop  ingenuity 
and  a  certain  amount  of  taste  ....  is  preferable  to  a  merely  mechanical  production 
of  stock  articles;  and  especially  with  the  work  of  teachable  women  it  is  worth  while  to 
be  content  with  a  smaller  number  of  finished  articles  if  the  women  can  be  induced  to 
take  a  pride  in  their  work"  (Cd.  7848,  p.  10). 
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normally  in  receipt  of  wages  below  a  subsistence  level,  and  in  many  trades  a 
lower  minimum  than  3  pence  an  hour  is  paid.  In  other  trades  the  recognized 
hourly  rate  is  more  than  double  this  amoimt. 

Due  consideration  was  also  given  to  the  minimum  rates  laid  down  by  the 
various  trade  boards.  None  of  these  rates  apply  to  any  of  the  work  done  in 
relief  workrooms,  but  they  may  be  taken  roughly  as  an  indication  of  the  lines 
below  which  in  the  public  interest  wages  tmder  any  circumstances  should  not 
be  allowed  to  drop.  In  two  small  localized  trades  minimum  rates  of  2f  pence 
an  hour  have  been  fixed,  but  the  lowest  minimum  so  far  determined  by  a  trade 
board  for  a  trade  of  any  magnitude  had  been  3  pence,  which  was  fixed  in  the 
case  of  the  paper-box  trade  board,  and  has  also  been  proposed  as  a  minimum 
for  the  food-preserving  and  sugar-confectionery  trade.  In  the  skilled  trade  of 
men's  tailoring  it  is  proposed  to  revise  the  original  rate  of  3^  pence  for  women, 
and  3}  pence  has  been  fixed  by  the  shirtmaking  board. 

The  articles  made  in -the  workrooms  were  distributed  free  either 
through  charitable  organizations  or  directly  through  the  local 
committees.  The  main  work  done  was  the  making  of  various  kinds 
of  clothing.  Maternity  outfits  were  distributed  through  maternity 
centers  and  schools  for  mothers.  Children's  clothing  was  given  to 
the  school  "Care  Committees,"  and  large  parcels  of  clothing  were 
used  for  Belgian  refugees  in  England  or  on  the  Continent  or  were 
given  for  distribution  among  the  destitute  in  the  devastated  regions 
of  France. 

OTHER  WORK  OF  THE  CENTRAL  COBiMITTEE 

The  relief  work  of  the  Central  Committee  on  Women's  Employ- 
ment was  much  less  important  than  the  efforts  made  to  get  the 
imemployed  women  back  into  the  regular  labor  market.  In  its 
Interim  Report  the  committee  states  emphatically  that  throughout 
its  operations  its  members  have  "realized  that  it  is  better  that 
workers  should  be  self -maintaining  than  dependent  on  relief,  even 
when  that  relief  is  given  in  the  form  of  work."  As  the  committee 
saw  it,  there  was  a  tremendous  dislocation  of  industry  with  impre- 
cedented  slackness  in  one  trade  and  an  almost  equivalent  over- 
pressure in  other  trades;  and  its  problem  was  one  of  assisting  in 
the  transfer  or  adaptation  of  imemployed  workers  and  firms  to 
new  and  imperative  national  needs. 

The  work  of  the  committee  in  this  problem  of  readjustment  was 
of  two  kinds:   (i)  assisting  firms  unused  to  government  work  to 
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undertake  War  Office  contracts  for  the  making  of  army  clothing, 
khaki  cloth,  blankets,  and  hosiery;  (2)  taking  army  contracts 
directly  and  distributing  the  work  to  firms  that  were  too  small  to 
obtain  such  contracts  themselves. 

A  brief  accoui^t  of  these  two  branches  of  the  committee's  work 
may  be  of  interest.  One  of  the  first  steps  in  the  problem  of  readjust- 
ment was  the  discovery  that  in  the  men's  clothing  industry,  in 
which  there  was  a  great  deal  of  imemployment,  very  few  of  the 
wholesale  clothing  firms  were  accustomed  to  the  making  of  army 
garments  and  that  the  existing  models  of  army  service  dress 
presented  so  many  technical  difficulties  that  it  was  almost  impossible 
for  the  inexperienced  firms  to  imdertake  contracts  for  such  clothing. 
The  committee  secured  an  interview  at  the  War  Office  and  sug- 
gested certain  modifications  in  the  regulation  army  dress,  which 
were  immediately  approved.  The  result  was  that  the  manufac- 
turing difficulties  were  removed,  full  employment  in  the  tailoring 
trade  began  at  once,  and  the  Army  Supply  Department  was  also 
greatly  benefited  by  the  prompt  fulfilment  of  orders. 

In  shirtmaking  there  was  no  such  problem,  but  there  was  a 
great  deal  of  unemployment  because  firms  did  not  know  how  to 
secure  War  Office  contracts.  The  Interim  Report  points  out  that 
"here,  the  function  of  the  Committee,  acting  on  reports  from  the 
Intelligence  Department  of  the  Local  Government  Board,  or  on 
information  forwarded  by  local  authorities,  was  to  advise  firms 
requiring  work  to  apply  to  the  War  Office  for  a  contract,  or,  alter- 
natively, application  was  made  on  the  firm's  behalf."  A  typical 
instance  of  such  action  may  be  quoted: 

A  letter  received  in  September  from  the  Wiltshire  County  Council  drew 
attention  to  the  unemplo3mient  of  certain  shirt  workers  in  the  county,  and  on 
inquiry  it  appeared  that  other  workers  engaged  in  the  London  factories  of  the 
same  firm  were  also  without  work.  The  firm  was  therefore  interviewed,  and 
being  found  capable  of  executing  Government  orders  on  a  considerable  scale, 
was  brought  to  the  notice  of  the  War  Office,  on  whose  contracts  their  workers, 
both  in  London  and  in  the  provinces,  have  since  been  continuously  engaged.* 

Similar  action  was  taken  in  behalf  of  the  workers  in  certain  other 
trades;  and  the  problem  of  supplying  khaki  cloth,  blankets,  and 

» Interim  Report  (Cd.  7848,  p.  5). 
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various  kinds  of  hosiery  was  greatly  simplified  by  the  work  of  the 
committee. 

Immediate  assistance  in  the  form  of  work  other  than  relief  work 
was  given  in  the  form  of  an  order  placed  by  the  Queen  with  the 
committee  for  75,000  woolen  body  belts,  to  form  part  of  the  Queen's 
gift  to  the  troops.  The  committee  was  able  through  this  order  to 
assist  the  carpet  trade,  which  was  greatly  depressed  on  the  outbreak , 
of  the  war.  The  yam  for  the  belts  was  obtained  from  firms 
previously  engaged  in  producing  carpet  yam,  and  in  the  actual 
making  of  the  belts  employment  was  provided  for  a  considerable 
number  of  women  in  Kidderminster,  Belfast,  and  elsewhere. 

An  interesting  example  of  the  kind  of  readjustment  that  was 
brought  about  is  that  of  a  great  London  dressmaker  who  employed 
upward  of  one  hundred  women  and  whose  business  was  entirely 
ruined  by  the  war.  This  dressmaker  asked  to  be  given  a  contract 
to  supply  some  of  the  belts  for  the  Queen's  gift,  and  a  contract 
of  £1,500  was  given  her.  She  purchased  the  necessary  machinery 
and  yam  and  trained  her  staflE  for  a  new  occupation.  She  carried 
out  the  contract  successfully  and  has  since  been  engaged  on  army 
hosiery  contracts  which  keep  her  entire  staff  fully  employed. 

The  part  of  the  committee's  work  which  meant  the  undertaking 
of  contracts  to  be  afterward  sublet  is  also  of  interest.  The  com- 
mittee wished  to  find  some  method  of  assisting  the  great  number 
of  firms  engaged  in  dressmaking  and  other  needlework  trades  that 
were  so  severely  injured  by  the  "panic  economy"  following  the 
outbreak  of  the  war  that  they  were  faced  with  the  prospect  of 
entirely  giving  up  their  businesses.  These  firms  were  in  general 
too  small  or  were  possessed  of  too  little  equipment  and  experience 
to  make  War  Office  contracts  themselves.  But  it  was  possible  to 
obtain  work  for  them  if  a  central  body  should  take  action  on  their 
behalf.  The  Central  Committee  on  Women's  Employment  there- 
fore undertook  the  contracts  and  arranged  also  to  supply  expert 
advice,  to  pay  promptly  for  the  work  done,  and  to  undertake  such 
services  and  such  processes  of  manufacture  as  the  firins  were  imable 
economically  to  provide  for  themselves.  With  these  objects  in 
view  the  committee  imdertook  the  following  contracts: 

a)  Twenty  thousand  army  shirts  which  had  been  cut  out  by 
the  Army  Clothing  Department  to  be  made  up.    These  were 
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distributed  to  a  large  number  of  finns  having  from  two  or  three  up 
to  a  hundred  employees,  and  the  committee  afterward  collected, 
examined,  and  returned  the  made-up  shirts  to  the  Royal  Army 
Clothing  Department.  So  inexperienced  were  the  finns  employed 
on  this  contract  that  in  some  cases  50  per  cent  of  the  shirts  made 
had  to  be  corrected  before  they  could  be  sent  to  the  government, 
but  the  standard  of  work  improved  rapidly  under  the  direction 
of  the  expert  supervisors  employed  by  the  committee. 

6)  Ten  thousand  shirts  a  week  to  be  supplied  after  the  order 
given  above  had  been  completed.  The  Army  Clothing  Department 
was  no  longer  able  to  do  the  cutting  out  of  the  shirts,  and  it  therefore 
became  necessary  for  the  committee  to  open  a  shirt-cutting  work- 
room. This  meant  employment  for  a  staff  of  experienced  cutters, 
and  the  Shirt  and  Jacket  Cutters'  Union  allowed  their  general 
secretary  to  become  foreman  cutter  and  supplied  some  of  their 
members  to  work  under  him.  Unemployed  girls  were  engaged  for 
the  business  of  packing  the  cut-out  shirts  and  dispatching  them  to 
the  dressmaking  and  similar  establishments  where  they  were  to 
be  made  up. 

c)  Other  contracts  included:  (i)  105,000  flannel  belts,  which 
could  be  easily  executed  and  were  eagerly  undertaken  by  firms 
engaged  in  any  kind  of  needlework;  and  (2)  2,000,000  pairs  of  army 
socks.  By  means  of  this  contract  an  attempt  was  made  to  assist 
the  employees  of  the  high-grade  dressmaking  firms  for  which  there 
was  no  outlook  except  a  continued  depression  of  trade.  It  was 
believed  that  "woolen  garments  of  simple  character  could,  when 
ordered  in  considerable  quantities,"  be  produced  by  such  firms. 
The  committee  undertook  to  supply  hand  knitting  machines  on 
loan,  the  cost  to  be  deducted  from  the  price  for  the  completed 
articles. 

Before  the  first  of  February,  1915,  the  committee  had  laid  out 
nearly  £12,600  in  this  work,  and  practically  the  entire  smn  was  paid 
in  the  form  of  workers'  wages  or  wages  for  skilled  supervisors  or 
managers. 

Other  branches  of  work  undertaken  by  the  committee  are  less 
interesting.  Attention  was  given  to  the  possibility  of  promoting 
new  trades.  The  danger  of  starting  new  enterprises  on  unsound 
lines  was  clearly  understood,  and  any  financial  help  given  by  the 
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committee  toward  the  starting  of  new  trades  was  merely  in  the  form 
of  advances  for  the  payment  of  wages  for  a  limited  period  and  with 
the  assurance  that  the  scheme  was  to  be  managed  on  soimd  com- 
mercial lines.  There  was,  of  course,  much  public  interest  shown 
in  the  possibility  of  establishing  in  Great  Britain  the  manufacture  of 
articles  that  had  been  imported  from  Germany  before  the  war,  but 
the  committee  was  rightly  cautious  in  making  experiments  in  this 
direction.  "Attempts  to  start  new  enterprises  on  unsound  lines 
are  invariably  dangerous,"  according  to  its  report, "  and  at  abnormal 
times  they  may  cause  serious  mischief  by  temporarily  diverting 
custom  from  usual  channels  and  thus  accentuating  the  dislocation 
of  industry." 

THE  APPEAL  TO  WOMEN  TO  REGISTER  FOR  WAR  WORK 

Although  the  employment  situation  was  greatly  improved  by 
the  spring  of  1915,  there  were  thousands  of  imemployed  women  still 
registered  for  work  at  the  Labour  Exchanges  when  the  government 
issued  an  appeal  urging  all  women  who  were  "prepared,  if  needed, 
to  accept  paid  work  of  any  kind — ^industrial,  agricultural,  clerical, 
etc. — ^to  enter  themselves  upon  the  Register  of  Women  for  War 
Service."  "The  object,"  it  was  said,  "is  to  find  out  what  reserve 
force  of  women's  labor,  trained  or  imtrained,  can  be  available  if 
required."  Within  a  fortnight  33,000  women  enrolled;  and 
although  110,714  women  had  registered  by  the  middle  of  September, 
employment  had  been  found  for  only  5,511  of  them.  The  whole 
proceeding  was  somewhat  farcical;  and  it  aroused  a  great  deal  of 
opposition  among  the  labor  groups,  who  held  that  it  represented  an 
attempt  to  recruit  low-paid  labor. 

Protest  against  this  war-registry  call,  for  example,  was  expressed 
by  the  "War  Emergency:  Workers'  National  Committee"  on 
March  18  in  the  form  of  the  following  resolution: 

That  the  Workers'  National  Committee  has  had  imder  serious  considera-, 
tion  the  circular  "War  Service  for  Women,"  issued  by  the  Board  of  Trade. 
The  Committee  points  out  that  there  are  still  60,000  men  and  hoys  and  40,000 
women  and  girls  on  the  live  register  of  the  Labour  Exchanges  for  whom  the 
Board  of  Trade  has  so  far  failed  to  find  situations  or  provide  training  whilst 
many  thousands  more  are  working  short  time.  It  further  points  out  that  the 
object  of  the  circular  appears  to  be  specially  directed  to  obtain  women's  labour 
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in  agriculture  and  that  absolutely  no  safeguards  are  proposed  to  guarantee 
good  conditions  and  fair  wages.  The  Committee  is  strongly  of  opinion  that 
in  drafting  women  into  any  industries  care  must  be  taken  to  prevent  the  stereo- 
typing of  bad  conditions  and  low  wages  or  to  endanger  standard  conditions 
where  they  obtain;  that  this  should  be  secured  by  a  tribimal  representative  of 
the  organized  wage-earners — ^men  and  women — ^and  that  further  efforts  should 
be  made  to  find  situations  for  those  persons  now  on  the  register  before  taking 
steps  to  bring  in  fresh  supplies  of  female  labour.' 

Further  evidence  of  the  way  in  which  the  women's  war-service 
scheme  was  received  by  the  public  is  foimd  in  an  interesting  mani- 
festo issued  by  the  Women's  Freedom  League,  a  suffragist  society: 

The  Women's  Freedom  League  are  glad  to  note  the  tardy  recognition  by 
the  Government  of  the  value  of  women's  work  brought  before  the  coimtry  in 
their  scheme  of  war  service  for  women.  We  demand  from  the  Government, 
however,  certam  guarantees. 

Firstly,  that  no  trained  woman  emplo3red  in  men's  work  be  given  less  pay 
than  that  given  to  men. 

Secondly,  that  some  consideration  be  given  when  the  war  is  over  to  the 
women  who  during  the  war  have  carried  on  this  necessary  work. 

Thirdly,  that  in  case  of  training  being  required  proper  maintenance  be 
given  to  the  woman  or  girl  while  that  training  is  going  on. 

Recognizing  that  the  Government's  scheme  offers  a  splendid  opportunity 
for  raising  the  status  of  women  in  industry,  we  urge  that  every  woman  should 
now  resolutely  refuse  to  tmdertake  any  branch  of  work  except  for  equal  wages 
with  men.  By  accepting  less  than  this  women  would  be  showing  themselves 
disloyal  to  one  another,  and  to  the  men  who  are  serving  their  coimtry  in  the 
field.  These  mwi  should  be  certainly  safeguarded  on  their  retiun  from  any 
undercutting  by  women.  Finally,  seeing  that  the  Government  are  now  making 
a  direct  appeal  to  women  to  come  forward  and  help  in  the  defence  of  their 
country  and  that  fresh  responsibilities  are  being  thrust  upon  them — ^thousands 
through  the  loss  of  their  husbands  being  left  to  periorm  the  duties  of  both  father 
and  mother — we  fed  that  this  is  an  opportune  moment  for  the  Government  to 
guarantee  that  before  they  leave  office  they  will  bring  before  the  House  of 
Commons  a  measure  for  the  political  enfranchisement  of  women.  We  urge 
all  suffragists  to  support  us  in  this  demand  now.' 

Opposition  to  the  "War  Registry  for  Women"  was  persistent 
and  vociferous.  The  feeling  was  general  that  there  was  back  of  it 
a  desire  to  get  cheap  labor  for  the  farmers,  who  were  making  large 
profits  at  the  time  and  were  able  to  pay  proper  wages  for  work  on 
the  land.    As  a  matter  of  fact,  a  shortage  of  skilled  labor  was 

*  Labour  Year  Book,  1916,  p.  82.  *Ibid,,  pp.  81-82. 
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becoming  apparent,  and  the  thousands  of  unemployed  women  on 
the  Lfabour  Exchange  registries  were  too  imskilled  to  meet  the  need. 
Unf ortimatdy  this  was  also  true  of  the  himdred  thousand  women 
who  signed  the  war-service  register. 

THE  INDUSTRIAL  REVIVAL  AND  THE  EXTENSION  OF  THE 
EMPLOYMENT  OF  WOMEN 

It  is  of  course  now  well  known  that  the  period  of  depression  in 
England  that  followed  the  outbreak  of  the  war  gradually  dis- 
appeared as  industry  adapted  itself  to  new  demands,  and  that  early 
in  the  year  1915  a  shortage  of  labor  rather  than  unemployment  had 
become  a  matter  of  public  concern.  The  revival  took  place  most 
promptly  in  the  industries  in  which  the  allied  governments  were 
placing  contracts  for  the  outfitting  of  the  new  armies  and  the 
production  of  war  supplies,  especially  the  leather,  tailoring,  metal 
trades,  chemicals  and  explosives,  food  trades,  hosiery,  and  the 
woolen  and  worsted  industries.  Industrial  readjustment  was  still 
in  process.  There  were  trades,  like  dressmaking,  in  which  there 
was  still  a  considerable  amoimt  of  unemployment,  but  there  were 
other  trades  in  which  there  was  a  shortage  of  women  workers;  and 
on  the  whole  it  was  clear  that  further  readjustments  could  be  made 
with  a  little  time. 

Many  dressmakers  had  of  course  definitely  settled  down  to  the 
making  of  army  clothing  as  a  new  employment;  but  unemployment 
among  all  workers  in  the  sewing  trades  was  normally  relieved  by 
the  usual  seasonal  activity  that  became  noticeable  in  the  early 
spring  of  1915. 

The  Labour  Gazette  contained  in  February,  1915,  numerous 
examples  of  the  kind  of  readjustments  that  were  constantly  being 
made.  Thus  from  Bath  and  Portsmouth  it  was  reported  that  the 
employees  of  corset  factories,  who  had  been  thrown  out  of  work  at 
the  beginning  of  the  war,  were  employed  in  making  army  knap- 
sacks. From  Walsall  it  was  reported  that  the  lighter  and  less 
skilled  branches  of  the  leather  industry  had  absorbed  dressmakers 
and  other  unemployed  women.  From  the  East  Midlands  a  con- 
tinued depression  of  the  lace  industry  was  reported,  and  the  effort 
to  draft  the  lace  menders  into  the  hosiery  trade  had  failed  because 
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they  were  found  not  to  be  adapted  to  the  new  work.  It  was  hoped, 
however,  that  a  new  industry  for  the  manufacture  of  tapes,  braids, 
etc.,  for  which  lace  workers  were  well  adapted,  would  be  started 
soon.  In  the  tackle-making  trade  in  Redditch,  where  there  was  a 
great  deal  of  unemployment,  girls  from  the  hook  departments  were 
being  absorbed  in  the  manufacture  of  hosiery  machine  needles. 

By  April,  1915,  the  Gazette  reported  a  shortage  of  female  labor 
in  some  branches  of  the  clothing  trades,  and  in  Jime,  1915,  women 
were  needed  in  excess  of  the  available  supply  for  many  occupations. 
In  July,  1915,  the  Gazette  reported  that  "transference  from  one 
trade  to  another  and  the  substitution  of  female  for  male  labour  are 
extending." 

Early  in  the  second  year  of  the  war  the  problem  that  had 
definitely  shaped  itself  was  how  to  extend  the  employment  of  women 
and  meet  the  great  shortage  of  skilled  and  imskilled  labor.' 

A  valuable  simimary  of  the  situation  at  this  time  is  to  be  foimd 
in  a  Report  on  the  Replacement  of  Men  by  Women  in  Industry  made 
to  the  British  Association  for  the  Advancement  of  Science  in 
September  of  1915.^  After  twelve  months  of  war  the  three  features 
of  the  labor  market  that  were  said  to  stand  out  in  special  prominence 

'  In  November,  19 15,  the  Labour  GaseUe  reported  that  "everyone  capable  of 
work"  was  said  to  have  an  opportunity  of  employment.  ''It  is  evident  that  still 
larger  numbers  of  women  and  girls,  not  previously  employed  in  trade  and  industry, 
are  required  in  many  occupations  where  suitable  work  can  be  found  for  them."  Again, 
in  December,  1915,  the  GazeUe  contained  the  following  statement:  "In  November 
the  shortage  of  skilled  and  unskilled  labour  became  still  more  marked.  To  some 
extent  women  have  been  used  to  make  good  the  deficiency,  but  there  is  room  for 
further  developments  in  this  direction  during  the  war.  The  number  of  women  ordi- 
narily emplojred  is  not,  however,  sufficient  to  meet  all  the  demands  of  the  situation 
created  by  the  withdrawal  of  so  many  men  from  their  usual  occupations  and  by  the 
requirements  of  the  Forces.  A  new  supply  of  labour  b  therefore  required,  which,  in 
the  present  circumstances,  can  only  be  drawn  from  among  those  women  who  have  not 
hitherto  been  engaged  in  industry." 

'  British  Association  for  the  Advancement  of  Science,  Manchester,  1915.  Trans- 
actions of  Section  F  (Economic  Science  and  Statistics).  Interim  Report  of  the  Con- 
ference to  Investigate  into  OuUets  for  Labour  after  the  War,  Report  on  the  Replacement 
of  Men  by  Women  in  Industry,  pp.  508  ff.  A  later  study  of  this  subject  carried  on  for 
the  British  Association  has  recently  been  published  under  the  title  Labour,  Finance, 
and  the  War,  by  Professor  A.  W.  Kiikaldy.  The  chapter  dealing  with  the  subject 
of  the  replacement  of  men  by  women  has  been  conveniently  summarized  in  the 
Monthly  Review  of  the  United  States  Bureau  of  Labor  Statistics,  March,  191 7, 
pp.  337-47. 
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were:  (i)  the  serious  shortage  of  skilled  work  people,  (2)  the  con- 
siderable extension  of  women's  employment,  and  (3)  the  limited 
extent  to  which  women  had  replaced  men,  in  the  sense  of  doing  work 
previously  done  by  men. 

This  report  emphasized  the  fact  that  valuable  time  had  been 
lost  through  the  popular  belief  that  the  war  would  be  of  short 
duration  and  through  the  failure  to  realize  that  experiments  in  the 
employment  of  women  might  have  to  be  made  on  a  considerable 
and  imprecedented  scale.  The  report  noted  that,  although  in  a 
great  many  industries  women  were  working  in  processes  wholly  or 
partially  done  by  men,  the  extent  to  which  this  was  being  done 
was  inconsiderable.  It  was  added,  however,  that  the  margin  of 
difference  "between  the  actual  fact  and  possibility  is  yet  to  be 
discovered." 

The  report  showed  that  trades  in  industry  proper  in  which  the 
extension  of  women's  employment  had  been  most  marked  were 
engineering,  chemical  trades  (explosives),  leather  work,  tailoring, 
meat-preserving,  grain-milling,  basket-(shell)making,  elastic  web- 
bing, sdentific-instnmient  making,  brushmaking,  electrical  engineer- 
ing, canvas  sack-  and  net-making,  leather-tanning,  rubber  work, 
hosiery,  hardware,  wiredrawing,  tobacco,  boot  and  shoe  trade, 
shirtmaking,  wool  and  worsted,  silk  and  jute  trade.  It  appeared, 
however,  that  only  a  small  proportion  of  the  extra  women  employed 
in  these  trades  were  doing  men's  work.  The  fact  that  fewer  men 
and  many  more  women  were  employed  had  led  to  the  belief  that 
women  were  replacing  men,  but  the  report  showed  that  this  was 
actually  happening  only  "in  special  instances  and  to  a  limited 
degree."  As  a  matter  of  fact,  the  war  demand  had  to  a  large  extent 
been  for  goods  in  which  a  larger  proportion  of  women  than  men 
were  normally  employed.  For  example,  army  clothing  is  of  the 
kind  made  "in  the  medium  branches  of  the  trade  in  which  female 
labour  normally  predominates.  This  part  of  the  trade  has  drawn 
women  and  girls  from  its  other  branches  and  from  its  fringe  of  casual 
labour  as  well  as  from  other  trades  in  which  there  is  a  surplus  of 
female  labour."  The  high-class  custom  branch  of  the  tailoring 
industry  which  employs  men  almost  entirely  had  been  greatly 
depressed  since  the  outbreak  of  the  war;  and  the  great  increase 
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in  the  number  of  women  in  the  tailoring  trade  was  not  for  work  that 
had  formerly  been  "men's  work,"  but  for  an  imusual  expansion  in 
the  women's  branch  of  the  trade.  Similarly,  the  report  shows  that 
the  cloth  for  the  making  of  uniforms  was  not  the  finest  suiting  on 
which  a  proportionately  high  number  of  men  had  been  employed; 
and  the  war  demands  on  the  woolen  and  worsted  trade  had  again 
been  in  those  branches  in  which  a  larger  number  of  women  than  men 
are  employed  imder  normal  conditions.* 

That  the  old  lines  of  demarcation  between  men's  work  and 
women's  work  were  passing  was  clear,  however,  in  many  places. 
Although  women  were  not  undertaking  highly  skilled  jobs,  they 
were  said  to  be  gradually  finding  their  way  into  processes  "which 
were  previously  thought  just  above  the  line  of  their  strength  and 
skill.  This  is  seen  particularly  in  leather,  engineering,  and  the 
wool  and  worsted  trade,  and  also  in  trades  which,  though  depressed 
during  the  war,  have  yet  experienced  a  shortage  of  certain  forms  of 
labour,  e.g.,  pottery,  cotton,  and  the  printing  trades.  This  shifting 
line  of  demarcation  between  men's  and  women's  jobs  has  in  many 
cases  received  trade-imion  opposition,  though  in  most  cases  agree- 
ments have  been  made  for  the  duration  of  the  war  only  and  without 
prejudice  to  the  consideration  of  the  question  after  the  war." 

Since  the  preparation  of  the  report  of  the  British  Association 
there  appears  to  have  been  a  great  acceleration  of  the  movement 
toward  the  replacement  of  men  by  women  in  occupations  not 
customarily  entered  by  women  before  the  war. 

An  official  appeal  to  employers  signed  by  the  Home  Secretary 
and  by  the  President  of  the  Board  of  Trade  was  published  in  the 
Labour  Gazette  as  early  as  March,  19 16,  calling  attention  to  the 
great  importance  of  maintaining  the  manufacturing  industries  of 
the  coimtry  in  full  vigor.  The  appeal  comments  on  the  complaints 
of  the  shortage  of  labor  and  continues  as  follows: 

There  is  one  source  and  one  only  from  which  the  shortage  can  be  made 
good^^hat  is,  the  great  body  of  women  who  are  at  present  imoccupied  or 
engaged  only  in  work  not  of  an  essential  character.  Many  of  these  women 
have  worked  in  factories  and  have  ahready  had  industrial  training — ^they  form 
an  asset  of  immense  importance  to  the  coimtry  at  the  present  time,  and  every 

» Report  on  the  Replacement  of  Men  by  Women  in  Industry,  p.  510. 
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effort  must  be  made  to  induce  those  who  are  able  to  come  to  the  assistance  of 
the  country  in  this  crisis.  Previous  training,  however,  is  not  essential;  since 
the  outbreak  of  war  women  have  given  ample  proof  of  their  ability  to  fill  up 
the  gaps  in  the  ranks  of  industry  and  to  imdertake  work  hitherto  regarded  as 
men's. 

Every  employer  is  appealed  to,  not  to  diminish  productivity, 
but  to  make  every  possible  eflFort  to  maintain  his  production  by 
using  women,  whether  in  direct  substitution  for  the  men  who  have 
been  withdrawn  or  by  some  subdivision  or  rearrangement  of  his 
work. 

TABLE  IV 


Indxtstual  Occupations 


Pbrcentagk  ot  Fntifs  Rsportino 
Shostage  of  Feiiaix  Labouk 


July,  1916 


Incueaseos  De- 

CBEASE  IN  THENuM- 

BEK  OF  Women 
Employed,  Com- 


October,  19x6 


July,  19x4 


Metal  trades 

Chemical  trades 

Textile  trades 

Clothing  trades 

Food  tnides 

Paper  and  printing 

Wood  trades 

All  industrial  firms  making  re- 
turns, including  some  in  occu- 
pations not  specified  above  . . 


5 

2 
38 
20 

6 
17 

4 


5 

3 
40 
21 

7 
19 

8 


+227,000 


+ 
+ 

j- 

+ 


38,000 
33,000 
12,000 
42,000 
S,ooo 
16,000 


+393»ooo 


Statistics  published  in  the  Labour  Gazette  show  curiously  enough 
that  in  the  summer  and  autumn  of  1916  the  shortage  of  women's 
labor  was  most  general  in  the  clothing  and  textile  industries,  which 
are  regarded  as  the  typical  women's  trades.  Table  IV  shows  the 
percentage  of  firms  in  different  industries  reporting  a  shortage  of 
female  labor.  The  table  was  based  on  the  answers  obtained  through 
replies  made  by  employers  as  to  whether  they  were  able  to  obtain 
all  the  women  employees  they  desired,  and  it  is  explained  that  a 
"shortage"  was  frequently  reported  when  skilled  workers  were 
needed  and  only  unskilled  or  inexperienced  women  were  available.' 

This  table  indicates  that  an  interesting  movement  had  been  in 
progress  transferring  the  supply  of  women's  labor  from  the  old 

'  See  Labour  Gazette^  January,  191 7. 
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traditional  women's  trades  to  the  munitions  industries  and  other 
trades  in  which  higher  earnings  are  probably  available  during  the 
war.  In  the  clothing  trades  as  a  whole  there  has  been  a  decline 
in  the  demand  for  labor  during  the  war  period;  but  the  supply  has 
evidently,  by  transference  to  better-paid  work,  decreased  more  than 
the  demand. 

The  extent  to  which  women's  labor  had  been  utilized  for  "men's 
work"  and  the  need  for  a  still  greater  extension  of  women's  employ- 
ment was  presented  oflGidally  by  the  War  OflGice  by  the  issuing  of  an 
illustrated  octavo  volume  in  September,  1916,  entitled  Women^s 
War  Work.  The  book  was  issued,  in  the  words  of  the  preface, 
because  it  was  believed  that  a  more  widespread  knowledge  of  the 
success  which  had  been  attained  by  women  in  nearly  all  branches 
of  men's  work  was  most  desirable  and  would  lead  to  the  release  to 
the  colors  of  large  numbers  of  men  who  had  hitherto  been  con- 
sidered indispensable. 

A  further  extract  from  the  preface  is  of  interest: 

Employers  who  have  met  the  new  conditions  with  patience  and  foresight 
readily  admit  that  the  results  achieved  by  the  temporary  employment  of 
Women  far  exceed  their  original  estimates,  and  even  so  are  capable  of  much 
further  extension.  If  this  is  true  in  their  case,  how  much  greater  must  be  the 
scope  for  such  substitution  by  those  Employers  who  have  not  attempted  it 
from  reasons  of  apprehension  or  possibly  prejudice  ?  The  necessity  of  replacing 
wastage  in  our  Armies  will  eventually  compel  the  release  of  all  men  who  can  be 
replaced  by  women,  and  it  is  therefore  in  the  interests  of  Employers  to  secure 
and  train  temporary  substitutes  as  early  as  possible,  in  order  to  avoid  any 
falling  off  in  production. 

The  organized  oflSdal  attempt  to  replace  male  by  female  labor 
is  still  going  on,  and  the  Board  of  Trade  has  now  in  process  of 
publication  a  series  of  pamphlets  setting  forth  the  methods  of 
utilizing  women's  labor  in  the  various  trades.' 

EXTENSION  or  WOMEN'S  ElfPLOVMENT  IN  THE  MUNITION  TRADES 

The  largest  and  most  spectacular  extension  of  women's  employ- 
ment has  been  in  the  engineering  and  allied  trades  engaged  in  the 
production  of  munitions  of  war.  As  early  as  February,  1915,  a 
special  committee  was  created,  with  Sir  George  Askwith,  of  the 

'  See  the  Labour  Gazette,  March  and  Aprfl,  191 7. 
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Board  of  Trade,  as  chairman,  to  report  on  the  steps  that  might  be 
taken  to  make  the  productive  power  of  the  employees  in  engineering 
and  shipbuilding  establishments  fully  available  to  meet  the  needs 
of  the  nation  in  the  war  emergency.  This  committee  presented  a 
first  interim  report  on  February  i6  and  a  second  interim  report  on 
February  20.  The  latter  report  dealt  with  the  production  of  shells 
and  fuses  and  contained  the  following  reconmiendation: 

We  are  satisfied  that,  in  the  production  of  shells  and  fuses,  there  are 
numerous  operations  of  a  nature  that  can  be,  and  are  already  in  some  shops, 
suitably  performed  by  female  labor.  We  therefore  recommend  that,  in  order 
to  increase  the  output,  there  should  be  an  extension  of  the  practice  of  employing 
female  labor  on  this  work,  under  suitable  and  proper  conditions.' 

A  third  interim  report  (March  4, 1915)  dealt  with  "  Demarcation 
of  Work"  and  emphasized  the  urgent  necessity  of  relaxing  "exist- 
ing demarcation  restrictions"  and  the  extension  of  the  use  of  semi- 
skilled or  unskilled  labor  when  the  necessary  skilled  labor  could  not 
be  obtained. 

Such  data  as  are  available  show  that  a  very  considerable  increase 
in  the  employment  of  women  in  the  engineering  trades  had  taken 
place  even  before  the  government  undertook  by  special  efforts  to 
recruit  women  mimition  makers.  Thus  the  estimate  of  the  Board 
of  Trade  as  to  the  change  in  the  employment  of  women  and  men  in 
engineering  by  February,  1915,  is  shown  in  Table  V. 

TABLE  V 


of  Numbers  Employed 

in  xgixon^EDgi* 

neering" 

Percentage  of  Contrac- 
tion or  Expansion 
by  February, 
19x5 

Male 

665,000 
21,000 

-  9.1 
+26.4 

At  the  outset  grave  difficulties  over  the  employment  of  women 
were  created  by  the  opposition  of  the  skilled  male  workers  to  the 
use  of  imskilled  labor.  Soon  after  the  outbreak  of  hostilities 
attempts  were  made  to  use  women  to  tend  the  simpler  machines, 
but  these  attempts  were  in  many  cases  resisted  by  the  men.*    In 

'  Labour  GauUe,  March,  1915,  p.  83. 

>  G.  D.  H.  Cole,  Labour  in  War  Time,  p.  242  ff. 
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spite  of  these  objections,  however,  women  had  found  employment 
in  increasing  numbers  in  these  trades.  Engineering  proper  had 
been  ahnost  exclusively  a  "men's  trade"  before  the  war.  Women 
were  first  employed  in  the  subsidiary  branches,  such  as  the  manu- 
facture of  shells,  in  which  they  were  employed  as  fillers;  but  they 
have  gradually  been  employed  in  the  engineering  workshops,  where 
they  have  worked  by  the  side  of  the  men  operatives. 

The  employment  of  women  in  the  mimitions  trades  was  greatly 
facilitated  by  the  so-called  "Treasury  agreement"  of  March  19, 
1915,  relating  to  the  trade-imion  rules  that  restricted  the  employ- 
ment of  unskilled  labor.  Reference  has  already  been  made  to  the 
recommendation  of  Sir  George  Askwith's  conunittee  as  to  the 
relaxation  of  "demarcation  restrictions,"  but  it  was  necessary  to 
obtain  the  consent  of  the  trade  imions  before  this  could  be  done. 
The  "Treasury  Conference"  between  the  representatives  of  the 
chief  trade  imions  in  industries  producing  commodities  for  the  war 
and  the  Chancellor  of  the  Exchequer  and  the  President  of  the 
Board  of  Trade  was  called  to  consider  the  steps  to  be  taken  with 
reference  to  the  "urgent  need  of  the  country  for  the  large,  and  a 
larger,  increase  in  the  output  of  munitions  of  war." 

In  response  to  the  appeal  to  relax  trade-imion  rules,  the  officials 
of  all  the  unions  present,  except  the  Amalgamated  Society  of 
Engineers,^  agreed  to  a  series  of  proposals,  one  of  which,  with  certain 
provisos,  was  as  follows: 

....  The  workmen's  representatives  at  the  conference  are  of  opinion 
that  during  the  war  period  the  relaxation  of  the  present  trade  practices  is 
imperative,  and  that  each  union  be  recommended  to  take  into  favotirable 
consideration  such  changes  in  working  conditions  or  trade  customs  as  may  be 
necessary  with  a  view  to  accelerating  the  output  of  war  munitions  or  equipments. 

Among  the  conditions  accompanying  this  agreement  was  the 
following  provision  relating  to  the  employment  of  women: 

The  relaxation  of  existing  demarcation  restrictions  or  admission  of  semi- 
skilled or  female  labour  shall  not  affect  adversely  the  rates  customarily  paid 
for  the  job.  In  cases  where  men  who  ordinarily  do  the  work  are  adversely 
affected  thereby,  the  necessary  readjustments  shall  be  made  so  that  they  can 
maintain  their  previous  earnings. 

'  These  proix>sals  were  also  agreed  to  by  the  Amalgamated  Society  of  Engmeers 
when  certain  additional  safeguards  had  been  assured;  see  the  Labour  Year  Book,  1916, 
p.  61. 
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The  rapid  increase  of  women  workers  in  the  munitions  trades 
was  hastened,  not  only  by  this  "Treasury  agreement,"  but  by  the 
public  feeling  aroused  by  the  battle  of  Neuve  Chapelle  and  the 
creation  of  a  special  ministry  of  munitions.  Mr.  Lloyd  George  said 
the  "cause  of  English  freedom"  had  made  it  imperative  that  trade- 
imion  regulations  be  modified,  especially  those  regulations  that 
restricted  the  use  of  unskilled  labor  and  the  employment  of  women.' 

The  Ministry  of  Munitions  issued  in  February,  1916,  a  pro- 
fusely iQustrated  volume  entitled  Notes  on  the  Employment  of  Women 
on  Munitions  of  War  with  an  Appendix  on  the  Training  of  Munition 
Workers.  The  purpose  of  the  volume  is  described  by  Mr.  Lloyd 
George  in  his  preface  as  an  attempt  to  assist  in  the  process  of 
" diluting "  skilled  labor  in  munition  factories.  "The  photographic 
records  and  the  written  descriptions  of  what  is  actually  being  done 
by  women  in  munition  factories  on  processes  hitherto  performed 
solely  by  skilled  men  will,  I  believe,"  wrote  Mr.  Lloyd  George,  "act 
as  an  incentive  and  a  guide  in  many  factories  where  employers  and 
employed  have  been  sceptical  as  to  the  possibilities  of  the  policy 
of  dilution."  Mr.  Lloyd  George's  "picture  book,"^  as  some  of  the 
working  women  called  it,  is  interesting  because  it  discusses  the 
question  of  how  far  the  women  were  able  to  do  the  same  work  that 

*  Annual  Register,  1915,  p.  in. 

'  The  working  woman's  point  of  view  is  indicated  in  the  following  editorial  from 
the  Woman  Worker y  March,  1916,  p.  4: 

''  Our  women  munition  makers  ought  to  be  proud  I  Mr.  Lloyd  George  has  brought 
out  a  picture  book  about  them!  It  is  a  large,  handsome  book,  costing  is.,  entirely 
full  of  pictures  of  women  workers  and  all  the  processes  they  can  do.  According  to 
Mr.  Lloyd  George,  never  were  there  such  useful  workers  as  women  munition  workers. 
He  says  they  can  do  brazing  and  soldering,  they  can  make  8-in.  H.E.  shells,  they  can 
drill  8-pounder  shells,  and  some  of  them  are  very  successful  in  making  high  explosive 
shells. 

"Well,  it  is  very  nice  to  be  praised  by  so  important  a  man,  and  it  is  even  nicer 
that  he  should  take  the  trouble  to  have  a  book  filled  with  pictures  of  the  girls  at  work. 
We  women,  however,  have  always  had  in  our  mind  a  lurking  suspicion  that  we  were, 
after  all,  almost  as  clever  as  the  men,  and  it  is  pleasant  enough  to  hear  Mr.  Lloyd 
George  say  so.  But  there  is  a  conclusion  to  be  drawn  from  all  this.  If  girls  are  as 
important  and  as  clever  as  the  men,  then  they  are  as  valuable  to  the  employer.  If  this 
is  so  it  becomes  a  duty  of  the  girls  to  see  now  and  always,  whether  on  Government  work 
or  not,  that  they  receive  the  same  pay  as  the  men.  Otherwise,  all  their  cleverness  and 
their  intelligence  go  to  helping  the  employer  and  bringing  down  the  wages  of  their 
husbands,  fathers,  and  brothers." 
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had  been  done  by  men, 'and  the  methods  that  had  been  adopted  to 
make  certain  occupations  more  suitable  for  women.  Slight  modi- 
fications in  many  processes  are  reported.  Thus,  for  the  making  of 
what  are  called  "i8-pounder  high-explosive  shells,"  it  states: 

Only  one  change  has  been  made  in  the  machines  to  suit  the  women.  At 
first  the  shell  blanks  were  dropped  into  a  round  jig,  and  owing  to  the  speed  of 
drilling  the  blank  was  frequently  wedged  in  the  chuck  after  the  drilling  was 
completed.    To  avoid  the  heavy  work  of  forcing  the  shell  out  of  the  chuck, 

a  new  type,  designed  by  the  drilHng-machine  maker,  was  fitted One 

male  supervisor  (an  unskilled  workman)  is  provided  for  each  eight  machines, 
and  the  blanks  are  brought  up  to  the  machines  in  trucks  designed  for  the 
pmpose.  ....  It  is  advisable  to  provide  (the  women)  with  waterproof  aprons, 
and  to  arrange  that  between  each  machine  is  a  raised  wooden  platform,  so 
that  both  the  feet  and  dress  of  the  operator  are  kept  dry  (p.  7). 

Again: 

There  has  been,  and  stUl  is,  some  difference  of  opinion  amongst  engineers 

as  to  the  employment  of  women  on  shells  of  6-inch  calibre  and  upwards 

The  experience  of  those  emplojdng  woman  labour  on  large  shell  bodies  is  that 
the  actual  cutting  operations  demand  no  greater  strain  from  the  operator  than 
do  those  on  smaller  shell,  but  that  the  lifting  in  and  out  is  the  sdl-important 
factor  in  the  operations  on  heavy  shell. 

Owing  to  the  fact  that  women  have  only  recently  been  employed  on  the 
heavier  shells,  some  factories  are  using,  temporarily,  lifting  devices  which  are 
obviously  capable  of  considerable  improvement.  Illustrated  is  a  case  where 
an  ordinary  block  swung  on  a  small  jib  attached  to  the  lathe  is  proving  quite 
satisfactory.  It  is  obvious,  however,  that  fairly  elaborate  lifting  devices  are 
essential  for  efficient  operation  and  constitute  a  deciding  factor  in  the  employ- 
ment of  women  on  heavy  projectiles  (p.  17). 

However,  leaving  the  subject  of  shell  bodies,  difficulties  in  the 
utilization  of  women's  labor  are  pointed  out: 

The  question  of  the  dilution  of  skilled  male  labour  by  women  in  general 
munition  shops  is  admittedly  a  more  difficult  problem  than  that  dealt  with  in 
the  previous  section.  In  projectile  work  and  other  operations  in  which  the 
pieces  are  manufactured  in  tens  of  thousands  and  for  which  entirely  special 
lathes  and  machines  are  designed,  super-specialization  and  subdivision  of 
operations  render  woman's  work  comparatively  easy  to  organize.  In  the 
general  machine  shop,  however,  where  pieces  of  work  are  dealt  with  in  numbers 
of  ten  and  twenty,  no  such  special  "fool-proof"  devices  or  limitations  of  the 
munber  of  operations  per  machine  can  be  organized  (p.  21). 
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For  "shell-fuses"  woman  labor  was  recommended  as  entirely 
suitable,  "The  majority  of  successfxil  fuse-making  factories  are, 
as  regards  the  operation  of  machinery,  staffed  entirely  by  women'* 

(p.  63). 

In  spite  of  all  that  has  been  done  to  increase  the  staff  of  women 
mimition  workers,  the  movement  is  still  going  on,  and  there  are 
signs  that  it  must  go  still  farther.  A  significant  article  in  the 
London  Times^  recently  reproached  the  engineers  and  the  Ministry 
of  Munitions  because  the  substitution  of  women  had  not  gone  far 
enough.  The  engineers  were  told  that  their  interest  and  their  duty 
alike  demanded  that  the  employment  of  women  should  be  extended 
without  delay.  The  Ministry  of  Mimitions  was  reproached  be- 
cause, though  it  had  "given  an  overwhelming  demonstration  of 
the  ability  of  women  to  replace  men  with  success  on  practically  any 
single  class  of  operations  involved  in  the  manufacture  of  mimitions," 
yet  in  the  engineering  industries,  as  the  Times  complained,  only  a 
fraction  of  what  had  been  proved  to  be  possible  had  actually  been 
done  in  the  replacement  of  men  by  women.  The  ministry  was 
reproached  for  having  acted  timidly:  "The  suspension  during  the 
war  of  all  restrictions  on  output  having  been  first  agreed  with  the 
trade  imions  and  then  passed  into  law,  the  Ministry,  instead  of 
securing  that  these  restrictions  were  in  fact  removed,  proceeded  to 
debate  them  'from  town  to  town,  from  lodge  to  lodge,  and  from 
works  to  works.'" 

The  question  of  the  extent  to  which  women  are  employed  is, 
however,  less  important  than  the  effect  of  their  employment  (i) 
upon  the  rate  of  wages  and  the  principle  of  "equal  pay  for  equal 
work,"  and  (2)  upon  the  health  of  the  women  employed. 

NATIONAL  CONFERENCE  OF  TRADE  UNIONS  ON  WOMEN'S  WORK 

Leaders  among  the  trade-union  women  in  England  were  prompt 
to  foresee  grave  dangers  from  the  increase  in  the  industrial  demand 
for  women's  labor  unless  the  women  could  be  organized  and  their 
interests  safeguarded.  Much  of  the  new  labor  coining  into  the 
munitions  industry  is  probably  only  temporary.  Between  1901 
and  1911  the  statistics  of  occupations  in  the  English  census  showed 

'  See  the  Times ,  weekly  edition,  May  4, 191 7. 
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that  the  proportion  of  women  to  men  in  industry  had  changed  very 
little  in  tiie  decade.  Census  statistics,  however,  indicated  that  the 
proportion  of  younger  women  to  older  women  had  increased.  This 
withdrawal  of  women  from  industry,  upon  marriage,  had  created 
a  reserve  of  woman's  labor  which  has  been  called  into  service  again 
since  the  war  and  which  will  probably  retire  again  after  the  war^. 
Trade  unionists,  both  men  and  women,  were  quick  to  foresee  the 
difficulties  in  the  way  of  organizing  these  women  who  looked  upon 
themselves  as  in  the  labor  market  only  temporarily.  The  War 
Emergency:  Workers'  National  Committee  called  a  national  con- 
ference on  April  17, 1915,  of  trade  unions  that  had  women  members 
and  of  the. special  women's  labor  organizations.  The  following 
resolution  submitted  to  the  Conference  by  Miss  Bondfield,  of  the 
National  Federation  of  Women  Workers,  shows  how  clearly  the 
intelligent  members  of  the  labor  group  imderstood  the  problems 
which  they  were  facing.  The  resolution  as  passed  by  the  Con- 
ference is  as  follows: 

That  this  conference,  representing  the  women's  Trade  Union,  Labour, 
Socialist,  co-operative,  suffrage,  and  kindred  organisations,  declares  that,  as  it 
is  imperative  in  the  interests  of  the  highest  patriotism  that  no  emergency  action 
should  be  allowed  unnecessarily  to  depress  the  standard  of  living  of  the  workers 
or  the  standard  of  working  conditions,  adequate  safeguards  must  be  laid 
down  for  any  necessary  transference  or  substitution  of  labour,  and  it  there- 
fore urges: 

a)  That  all  women  who  register  for  war  service  should  immediately  join 
the  ai^ropriate  Trade  Union  for  which  they  are  volunteering  service,  and  that 
membership  of  such  organisation  should  be  the  condition  of  employment  for 
war  service. 

b)  That  where  a  woman  is  doing  the  same  work  as  a  man  she  should 
receive  the  same  rate  of  pay,  and  that  the  principle  of  equal  pay  for  equal  work 
should  be  rigidly  maintained. 

c)  That  in  no  case  should  any  woman  be  drafted  from  the  war  register  to 
employment  at  less  than  an  adequate  living  wage,  and  that  the  stereotyping  of 
sweated  conditions  must  at  all  costs  be  avoided. 

d)  That  adequate  training,  with  maintenance,  should  be  provided  for 
suitable  women  whom  it  is  proposed  to  place  in  employment  under  the  fore- 
going conditions,  and  that  in  choosing  candidates  for  such  training  preference 
should  be  given,  where  suitability  is  equal,  to  the  normal  woman  wage-earner 
now  unempbyed. 

*  See  Cole,  op.  cU.,  pp.  247-48. 
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e)  That  in  any  readjustment  of  staffs  which  may  have  to  be  effected  after 
the  war  priority  of  employment  shall  be  given  to  workmen  whose  places  have 
been  filled  by  women. 

f)  That  the  women  who  are  displaced  in  this  way  shall  be  guaranteed 
employment. 

An  immediately  urgent  question  of  vital  importance  to  all 
working  men  and  women  was  the  problem  of  organizing  the  new 
women  workers  who  were  coming  to  be  in  such  demand  in  the  army- 
contract  trades.  In  particular  the  presence  of  large  numbers  of 
women  in  the  munitions  trades  was  likely  to  lead  to  serious  con- 
sequences imless  they  could  be  promptly  organized.  It  was 
suggested  that  they  should  join  the  Amalgamated  Society  of 
Engineers,  to  which  the  men  in  the  same  industries  belonged.  In 
June,  1915,  however,  the  Society  refused  to  admit  women,  and 
instead  recommended  that  the  women  should  be  organized  by  the 
National  Federation  of  Women  Workers.^  Their  refusal  to  admit 
women  was  based  on  the  theory  that  the  women  are  not  permanent 
members  of  the  trade  and  that  the  "dilution"  policy  is  only  a 
temporary  one.  The  Federation  seems  to  have  been  most  suc- 
cessful, not  only  in  organizing  the  women  munition  makers,  but 
also  in  protecting  their  interests  before  the  Mimitions  Tribimals. 

THE  DEMAND  FOR  A  MINIMUM  WAGE  FOR  WOMEN  IN 
THE  MUNITION  INDUSTRIES 

A  new  series  of  Treasury  conferences  held  in  Jime,  1915,  led 
to  some  new  proposals  that  were  ratified  by  the  representatives 
of  the  workers  in  munition  industries  and  later  passed  into  law  as 
the  "Munitions  of  War  Act"  (Jime  23,  1915).  This  act  adversely 
affected  the  women  employed  in  munitions  factories  by  making 
it  illegal  for  anyone  employed  on  munitions  work  to  leave  work  or 
to  change  from  one  employment  to  another,  even  if  one  employer 

'The  National  Federation  of  Women  Workers  is  an  interesting  organization 
formed  to  assist  in  organizing  women  in  trades  where  men's  unions  do  not  exist  or  are 
unwilling  to  admit  women  members.  The  Federation  had  in  1916  a  membership  of 
20,000  women  organized  in  local  branches  and  as  far  as  possible  according  to  trades. 
The  Federation  membership  includes  ammunition,  tin-box,  and  confectionery  workers, 
shirtmakers,  silk  and  thread  weavers,  bolt  and  lock,  hollow-ware  and  chain-makers, 
laundry  workers,  charwomen,  and  dressmakers. 


Digitized  by 


Google 


THE  WAR  AND  WOMEN'S  WORK  IN  ENGLAND  669 

shoxild  oflEer  higher  wages  or  better  conditions  of  work,  without  a 
certificate  granted  by  the  first  employer/ 

The  National  Federation  of  Women  Workers  promptly  urged 
that  if  its  members  were  "to  be  tied  by  the  state  to  one  employ- 
ment, the  state  must  see  that  the  conditions  of  that  employment 
are  such  as  to  protect  the  health  and  efficiency  of  the  worker,  and 
the  wages  must  be  sufficient  to  maintain  her  in  decency  and  com- 
fort."* The  hardships  experienced  in  individual  cases  were  very 
great.  Thus  the  Woman  Worker  tells  of  a  girl  mimition  worker 
earning  only  12  shillings  a  week  who  was  refused  a  leaving  certificate 
when  she  had  a  chance  to  earn  20  shillings  a  week  at  similar  work 
for  another  employer. 

It  is  impossible  within  the  limits  of  this  article  to  discuss  the 
questions  relating  to  women^s  wages  that  have  arisen  in  connection 
with  the  extension  of  women's  employment  during  the  war.^  In 
the  munitions  industries  particularly  the  wage  question  has  been 
acute  because  of  the  emphasis  on  the  principle  of  "equal  pay  for 
equal  work  "  and  of  the  general  feeling  that  a  proper  minimum  wage 
ought  to  be  guaranteed  by  the  state. 

A  Manchester  "Women's  War  Interests  Committee"  had 
imdertaken  an  investigation  of  the  payment  of  women  mimition 
workers,  and  found  that  the  standard  was  12  or  15  shillings  a  week 
in  mimition  establishments  in  contrast  to  the  20  shillings,  which 
was  the  standard  or  usual  women's  rate  in  the  district.*  The 
committee  thereupon  began  to  work  for  a  guaranteed  minimum 
of  20  shillings  a  week  for  all  women  in  munition  works. 

*  Munitions  of  War  Act,  1915,  sec.  7,  provides:  "A  person  shall  not  give  employ- 
ment to  a  workman,  who  has  within  the  last  previous  six  weeks,  or  such  other  period 
as  may  be  provided  by  Order  of  the  Minister  of  Munitions  as  respects  any  class  of 
establishment,  been  employed  on  or  in  connection  with  munitions  work  in  any  estab- 
lishment of  a  class  to  whidi  the  provisions  of  this  section  are  applied  by  Order  of  the 
Minister  of  Munitions,  unless  he  holds  a  certificate  from  the  employer  by  whom  he  was 
last  so  employed  that  he  left  work  with  the  consent  of  his  employer  or  a  certificate 
from  the  munitions  tribunal  that  the  consent  has  been  unreasonably  withheld." 

» See  Miss  Mary  Macarthur  in  the  Woman  Worker ^  January,  19 16. 

3  For  an  important  discussion  of  this  point,  see  the  report  of  the  Committee  of 
the  British  Association,  op.  cit.,  pp.  516-18,  saSff.;  and  see  also  a  very  valuable  con- 
tribution in  Economic  Journal,  MeLrchj  191 7,  "The  Remuneration  for  Women's 
Work,"  by  Councillor  Eleanor  Rathbone,  of  Liverpool. 

4  B.  L.  Hutchins,  Women  in  Modem  Industry  (London,  1915),  pp.  256,  296. 
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The  agitation  for  "equal  pay  for  equal  work"  and  for  a  decent 
minimum  wage  for  women  miuiition  workers  had  been  growing  since 
the  time  of  the  first  Treasury  agreement.  This  agreement  had 
provided  that  the  admission  of  "semi-skilled  or  female  labour" 
should  not  "aflEect  adversely  the  rates  customarily  paid  for  the  job. " 
This  rather  high-soimding  statement  was  vague  enough;  and  in 
reply  to  a  question  raised  by  Miss  Sylvia  Pankhurst  as  to  exactly 
what  was  meant,  Mr.  Lloyd  George  replied: 

Dear  Miss  Pankhurst: 

The  words  which  you  quote  would  guarantee  that  women  undertaking  the 

work  of  men  would  get  the  same  piece-rates  as  men  were  receiving  before  the 

date  of  this  agreement.    That,  of  course,  means  that  if  the  women  turn  out  the 

same  quantity  of  work  as  men  employed  on  the  same  job,  they  will  receive 

exactly  the  same  pay.  ,^         .        , 

Yours  smcerely, 

--     ,    ^  (5ign«0  D.  Lloyd  George 

March  26, 191 5 

That  this  statement  was  considered  most  imsatisf actory  the  follow- 
ing extract  from  Miss  Pankhurst's  reply  indicates: 

Many  thanks  for  your  letter  with  its  valuable  explanation  that  women  are 
to  receive  the  "same  piece-work  rates  as  men  were  receiving  before  the  date  of 
this  agreement."  I  condude  that  the  women  will  also  receive  any  war  bonus 
and  inprease  of  wages  as  a  result  of  the  war  which  would  have  been  paid  had 
men  been  employed.  It  is  important  to  know,  also,  whether  the  same  time 
rates  are  to  apply  in  the  case  of  women  as  those  which  were  paid  to  men;  because 
if  this  were  not  the  case,  employers  might  merely  engage  women  to  work  on 
time  rates  to  avoid  paying  the  standard  rate  to  men.' 

In  some  of  the  large  ammunition  factories  the  low  wages  of 
women  workers  was  not  a  new  problem,*  but  one  rendered  more 
serious  because  of  the  vast  numbers  of  women  suddenly  called  into 
the  trade  and  the  new  conditions  of  employment. 

The  attempt  to  secure  minimum  wages  in  this  industry  pro- 
ceeded v«y  slowly.    Mr.  Lloyd  George  was  charged  with  giving 

*  See  Cole,  op.  cU,,  pp.  240-41. 

*  Testifying  before  the  Committee  on  Home  Work  in  the  summer  of  1907,  Miss 
Mary  Macarthur  referred  to  the  large  ammunition  factories  (cartridge-making)  as 
furnishing  illustrations  of  low  and  irregular  rates  of  wages  paid  for  women's  un- 
skilled labor  in  factories.  See  Minutes  of  Evidence:  Select  Committee  on  Home  Work 
(H.  of  C.  280),  testimony  of  Miss  Mary  Macarthur. 
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promises,  but  with  failing  to  carry  them  out.  In  June,  1915,  he 
had  replied  to  an  imposing  women's  demonstration  by  expressing 
his  appreciation  of  the  services  of  women.  "Women's  work  was 
needed;  the  men  had  gone  to  the  front;  if  the  country  was  to  be 
saved,  women  must  come  forward  and  help";  and  he  also  said, 

"Wages  should  be  fair There  should  be  a  fixed  minimum.' ' 

As  a  matter  of  fact,  more  than  one  minimum  was  involved — a  mini- 
mum for  women  doing  men's  work  and  a  minimum  for  women  who 
were  in  work  not  recognized  as  men's  work  before  the  war. 

The  first  minimum  was  forced  by  the  men,  but  even  this 
minimum  was  slow  in  coming.  In  October,  1915,  an  order,  known 
as  "Circular  L  2,"  was  drawn  up  by  the  Mimitions  Labour  Supply 
Conmiittee  embodying  most  of  the  promises  made  earlier  in  the 
year  to  the  men's  imions,  but  this  order  was  never  actually  eflEective. 
In  January,  1916,  one  important  firm  complained  "that  they  were 
the  only  firm  in  the  United  Kingdom  that  were  paying  wages  in 
accordance  with  Mr.  Lloyd  George's  circular."  As  a  result  of 
continued  protests  by  the  Amalgamated  Society  of  Engineers  and 
the  National  Federation  of  Women  Workers,  the  Munitions  of  War 
Amendment  act  in  January,  1916,  gave  the  Minister  of  Mimitions 
power  to  6x  the  wages  of  women  employed  on  mimitions  work;  and 
as  a  result  of  this  power,  orders  were  issued  in  February,  1916,  by 
means  of  whidi  the  terms  of  Circular  L  2  had  the  force  of  law. 

Circular  L  2,  however,  took  care  only  of  the  women  doing  men's 
work.  "What  about  the  women  who  are  doing  important  work 
not  recognized  as  men's  work  ?"  asked  the  National  Federation  of 
Women  Workers.  "There  are  many  more  of  these  women;  they 
are,  generally  speaking,  much  worse  oflE;  they  are  less  able  to 
protect  themselves;  and  therefore  this  claim  on  the  minister  to 
fulfil  his  pledged  word  is  even  stronger  than  for  the  others."  The 
Federation  also  pointed  out  that  there  was  little  excuse  for  delay, 
since  the  problem  was  a  simple  one.  "There  are  none  of  the 
complications  so  well  known  in  the  Trade  Boards  of  ^how  much 
the  employer  can  bear'  and  whether  we  shall  'ruin  trade.'  The 
employer,"  the  Federation  said,  "is  the  coimtry  itself,  the  coimtry 
whose  real  interest  is  that  no  worker  should  be  crushed  under  her 
burden.    The  trade  cannot  be  hurt.    Unfortunately  the  demand 
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for  instruments  of  war  cannot  slacken  at  present."'  Calling  atten- 
tion to  the  fact  that  cost  of  living  had  risen  more  than  30  per  cent 
since  the  war,  the  Federation  asked  for  5  pence  an  hour  which, 
making  allowance  for  the  increased  cost  of  living,  was  said  to  be 
equivalent  to  the  rate  fixed  by  the  Trade  Boards  before  the  war 
as  the  minimum  wage  for  some  of  the  notoriously  sweated  trades 
like  tailoring  and  shirtmaking. 

After  a  period  of  several  months  the  Ministry  of  Munitions 
issued  a  new  order  "relating  to  the  remimeration  of  women  and 
girls  on  mimition  work  of  a  class  which  prior  to  the  war  was  not 
recognized  as  men's  work  in  districts  where  such  work  was  custom- 
arily carried  on."  The  highest  rate  in  this  order  was  4J  pence  per 
hour,  with  the  provision  that  women  and  girls  in  the  danger  zones 
were  to  be  paid  a  half-penny  an  hour  in  addition  to  the  foregoing 
rate  and  the  further  provision  that  "allowances  for  other  processes 
which  are  dangerous  or  injurious  to  health  will  be  decided  on  the 
merits  of  the  case."* 

This  order  not  only  failed  to  meet  the  demands  of  the  Federa- 
tion but  it  was  also  a  disappointment,  in  that  it  failed  to  cover  all 
women  engaged  in  munitions  work  or  even  in  controlled  factories. 
The  new  order,  like  the  old,  applied  only  to  firms  enumerated  in  a 
schedule  which  was  not  published  with  the  order.  The  demand 
that  the  order  apply  to  all  women  in  establishments  to  which  the 
Munitions  act  had  been  applied  was  urged  by  trade-imion  women 
as  a  reasonable  one. 

The  National  Federation  of  Women  Workers  has  been  very 
active  in  discovering  and  trying  to  remedy  cases  of  sweated  mimi- 
tions  work.  The  Woman  Worker  for  February,  1916,  for  example, 
reported  the  case  of  a  Scotch  factory  in  which  girls  were  employed 
in  coremaking  for  grenade  bombs.  The  girls  were  working  five 
days  from  six  in  the  morning  to  eight  in  the  evening  without  any 
overtime  allowance,  and  on  Saturdays  from  six  in  the  morning  to 
five  in  the  evening,  Sundays  from  six  in  the  morning  to  six  in  the 
evening;  a  net  working  week,  after  deducting  meal  times,  of  82 

*  See  Woman  Worker,  April,  1916. 

'  See  the  Labour  GazeUU,  December,  1916,  and  see  also  an  eailier  order  in  the 
Gazette,  November,  19 16. 
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hours,  the  total  earnings  working  out  at  16  shillings  and  8  pence,  or 
something  under  2 J  pence  per  hour.  The  night  shift  was  working 
from  6:00  pji.  to  6:00  A.M.  without  any  extra  allowance  for  night 
work.  The  Federation  has  undoubtedly  rendered  a  great  public 
service  in  working  to  improve  the  wages  and  working  conditions  in 
such  factories,  but  there  remains  ground  of  complaint  that  the 
government  has  not  seen  fit  to  take  the  whole  matter  of  wages  for 
war  work  tmder  its  direct  control. 


CLEAKANCE  PAPERS — THE  MUNITIONS  TRIBUNALS 

Obviously  the  "leaving  certificate"  clauses  of  the  Munitions  act 
might  easily  be  a  serious  means  of  oppression  to  the  women  em- 
ployed. There  appears  to  have  been  from  the  beginning  feeling 
against  them  among  the  workers  on  the  grotmd  that  they  were  an 
irritating  and  unnecessary  hardship,  since  the  Defence  of  the  Realm 
act  had  made  it  illegal  for  employers  to  incite  mimition  workers  to 
change  their  employment.*  A  concession  to  the  Federation  of 
Women  Workers  in  the  Mimitions  Amending  act  was  the  appo^t- 
ment  of  women  assessors  on  all  Munitions  Tribunals  where  women's 
cases  were  concerned.  The  need  for  women  assessors  was  illus- 
trated by  a  scandalous  case  in  which  three  girls  who  had  left  their 
emplojmient  because  of  gross  insult  had  to  appear  before  a  court  of 
men  to  ask  for  the  leaving  certificate  which  their  employer  had 
withheld.  An  additional  hardship  in  this  case  was  that,  although 
the  employer  was  foimd  to  have  imreasonably  withheld  their 
certificate,  the  court  could  not  compel  him  to  repay  the  girls  the 
wages  they  had  lost  and  the  expenses  of  attending  the  court.    It 

'  The  Woman  Worker  published  (February,  19 16)  the  following  statement  of  cases 
heard  before  the  Munitions  Tribimals  up  to  November  27, 19 15,  as  explaining  in  some 
measure  their  unpopularity. 


Cases 


Defendants 


Convicted 


Fines 


Against  workmen: 
Strike  Prosecntions. 
Breaches  of  Roles. . 
Miscellaneoos 

Totab 

Attinst  employeis: 

Lockouts 

Illegal  Employment 
MisoeUaneous 

Totals 
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6 
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3^74 
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shoxild  be  added  that  the  Munitions  Amending  act  also  provided 
for  the  recovery  of  costs  and  expenses. 

A  few  summaries  of  cases  have  been  selected  from  among  those 
published  in  the  Woman  Worker  as  illustrating  the  problems 
involved  in  the  enforcement  of  the  Munitions  act.  The  first  case 
illustrates  the  difficulty  of  determining  which  industries  come  under 
the  act.  A  great  deal  of  misunderstanding  existed  among  working 
women  as  to  the  scope  of  the  act.  Many  workers  seemed  to  believe 
that  no  woman  employed  on  government  work  could  leave  her 
employment  without  "clearance  papers."  Thus  the  Woman 
Worker  repeats  in  more  than  one  number  the  warning  that 
employers  cannot  hold  women  employees  for  clearance  cards  except 
when  they  are  working  in  engineering,  arms  and  ammimition,  and 
shipbuilding  trades.  "Any  other  worker,"  the  girls  are  dearly 
warned,  "can  leave  her  employer  as  she  likes  and  get  a  new  job." 
The  story  is  told  of  a  shirtmaker  in  Wx)lwich  who  insisted  even 
to  representatives  of  the  Labour  Exchange  that  his  girls  could  not 
leave  him  to  go  elsewhere  without  clearance  papers,  and  similar 
cases  were  reported  from  other  parts  of  the  country.*  A  case  which 
came  before  one  of  the  Munitions  Tribunals  also  illustrates  the 
misimderstanding  on  this  point: 

Evie  Mayne,  aged  i6,  asked  for  a  clearance  card.  It  was  stated  in  evidence 
by  the  firm  that  their  business  consisted  in  manufacturing  a  composition  of  mica 
and  shellac  known  as  micamite.  This  was  used  for  insulating  purposes  in 
dynamos  and  other  electric  work.  They  supplied  the  Admiralty.  The  Court 
decided  that  the  firm  were  manufacturers  and  not  engineers,  and  that  the  girls 
employed  did  not 'need  clearance  cards. 

Other  difficulties  in  connection  with  the  use  of  clearance  papers 
and  the  importance  of  having  a  working  woman's  representative 
present  at  the  sessions  of  the  Munitions  Tribimals  are  illustrated 
by  the  following  cases  reported  by  the  Woman  Worker.^ 

The  Munitions  act  and  low  wages. — ^Lilian  Hayhoe,  a  worker  at  Messrs. 
Eley's,  Edmonton,  applied  for  a  clearance  card.  She  had  asked  the  firm  for  a 
clearance  card  on  February  5th,  but  had  been  refused.  Miss  Susan  Lawrence 
appeared  to  represent  the  Federation.  Miss  Hahyoe's  case  was  that  she  was 
not  earning  sufficient  wages.  It  was  stated  in  Court  that  she  was  on  piece,  and 
had  received  105.  for  the  week  previous  to  February  sth.    She  made  on  an 

»  See  the  Woman  Worker ^  March,  19 16. 

'  Woman  Worker,  April  and  May  numbers,  19 16. 
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average  135.,  and  had  earned  155.  with  Sunday  work.  Three  weeks'  pay  notes 
were  produced,  showing  that  her  earnings  for  the  weeks  in  question  had  been 
135.  y^d.j  gs.  ii^d.,  and  115.  sd.  She  paid  25.  weekly  in  fares.  The  Court 
granted  the  clearance  paper. 

lU-healih  as  a  cause  of  leaving. — ^At  the  sitting  of  the  Metropolitan  Muni- 
tions Court  on  March  i6th  the  Organizing  Secretary  of  the  Federation  of 
Women  Workers  was  called  as  the  woman  assessor.  The  case  before  the  Court 
was  a  clerk  employed  at  Messrs.  Siemen  Bros.,  who  daimed  a  leaving  certificate 
on  the  ground  of  health.  She  was  employed  as  foreman's  clerk  in  a  glass  box 
in  the  middle  of  about  three  hundred  machines,  mainly  drilling  and  capstans. 
She  complained  of  the  smell  of  oil.  She  suffered  from  severe  headaches  and 
had  been  off  sick  ten  da3rs.  The  firm  refused  the  certificate  on  the  ground  that 
the  real  reason  was  her  desire  to  get  higher  wages  elsewhere.  The  Chairman 
and  the  assessors  had  difficulty  in  agreeing.  Eventually  the  certificate  was 
granted  by  "a  majority  of  the  Coiut." 

Discharge  withotU  notice, — ^An  interesting  claim  was  heard  in  Manchester 
before  the  Local  Munitions  Tribunal,  upon  which  Mrs.  C.  Pearson  (District 
Organizer  of  the  National  Federation  of  Women  Workers),  one  of  the  first 
women  assessors,  sat  as  an  adjudicator.  The  claimants  were  three  girls  who 
were  engaged  in  a  munitions  factory,  and  were  discharged  without  notice  or 
payment  in  lieu  of  notice.  They  were  earning  an  average  wage,  with  overtime, 
of  igs.  per  week.  The  employer  dismissed  the  girls,  owing  to  a  Government 
contract  running  out;  but  the  girls  claimed  that  they  were  entitled  to  ^  week's 
money  in  Heu  of  notice,  imder  Section  5,  Sub-Section  3,  of  the  Munitions  of  War 
Amendment  Act.  The  President,  in  summing  up,  said  that  although  the 
employer's  contract  with  the  Government  had  run  out,  there  was  also  a  contract 
with  the  employees  which  had  to  be  fulfilled,  and  accordingly  the  employers  • 
were  ordered  to  pay  the  girls  a  week's  wages  of  195.  each. 

Unemployment  and  clearance  papers, — ^In  the  Liverpool  Munitions  Court 
six  women  employed  by  Messrs.  Buchanan  &  Sons  summoned  the  firm  for 
refusing  them  leaving  certificates.  The  firm  had  no  work  to  give  them,  but 
would  not  grant  leaving  certificates  because  ''the  lack  of  work  might  cease  any 
day,  and  it  would  be  a  serious  thing  if  they  were  short  of  forty  or  fifty  girls." 
"It  was,  we  suppose,"  commented  the  Woman  Worker,  "not  serious,  a  mere 
laughing  matter,  for  the  girls  to  be  short  of  wages  for  an  indefinite  time."  The 
certificates  were  granted  by  the  Munitions  Court. 

HEALTH  OF  MUNITION  WORKERS 

Closely  related  to  the  question  of  wages  is  the  question  of  the 
health  of  women  employed  in  the  new  occupations.  The  British 
Ministry  of  Munitions  has  rendered  a  great  service  to  working 
women  all  over  the  industrial  world  in  the  work  of  its  Commit- 
tee on  the  Health  of  Munition  Workers,    This  conmuttee^  with 
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Sir  George  Newman,  the  well-known  medical  oflGicer  of  the  Board 
of  Education,  as  chairman,  was  appointed  in  September,  1915,  "to 
consider  and  advise  on  questions  of  industrial  fatigue,  hours  of 
labor,  and  other  matters  affecting  the  personal  health  and  physical 
efficiency  of  workers  in  munition  factories."  It  is  imnecessary  to 
attempt  to  simmiarize  here  the  valuable  memoranda'  which  have 
already  been  issued  by  the  committee,  since  these  reports  are 
fortunately  being  reprinted  as  bulletins  of  the  United  States 
Bureau  of  Labor  Statistics  and  will  soon  be  easily  available.*  The 
reports  deal  with  the  health  of  men  as  well  as  of  women  workers, 
but  the  committee  has  issued  one  special  memorandimi  on  the 
employment  of  women*  in  mimition  works,  dealing  with  the  health 
and  industrial  output  of  women  as  affected  by  night  work,  hours 
of  work,  overtime,  rest  pauses,  and  the  provision  of  meals,  sanitary 
conditions,  physical  condition  of  women  workers,  and  questions  of 
management  and  supervision.  The  report  is  of  great  interest 
to  us  in  the  United  States,  not  merely  because  it  contains  an 
authoritative  statement  on  the  harmful  effects  of  long  hours  and 
night  work,  but  also  because  it  shows  how  far  we  have  lagged 
behind  Great  Britain  in  providing  adequate  protective  measures 
for  working  women  in  time  of  peace.  We  can  take  no  such  back- 
ward step  as  was  taken  in  England  in  the  suspension  of  the  Factory 
acts  because  we  have  not  secured  to  the  women  workers  in  America 
such  protection  from  overwork  as  England  provided  in  the  first 
half  of  the  last  century.  That  is,  we  cannot  go  backward  where  we 
have  never  gone  forward. 

As  a  matter  of  fact,  there  was  no  wholesale  suspension  of  the 
Factory  acts  in  England,  even  when  the  pressure  for  the  production 
of  supplies  was  greatest.  Suspension  or  alteration  of  the  provisions 
of  the  Factory  acts  is  granted  to  employers  after  application  to  the 

'The  titles  of  these  memoranda  are  as  follows:  "Sunday  Labour";  ''Welfare 
Supervision";  "Industrial  Canteens";  "Employment  of  Women";  "Hours  of 
Work";  "Caiiteen  Construction  and  Equipment"  (Appendix  to  No.  3);  "Industrial 
Fatigue  and  Its  Causes";  "Special  Industrial  Diseases";  "Ventilation  and  Lighting 
of  Munition  Factories  and  Workshops";  "Sickness  and  Injury";  "Statistical  Infor- 
mation concerning  Output  in  Relation  to  Hours  of  Work";  "Juvenile  £mplo}rment." 

>  To  be  published  as  BuUeUns  221,  222,  and  22$  of  the  United  States  Bureau  of 
Labor  Statistics. 

'Health  of  Munition  Workers'  Committee,  Memorandum  No.  4,  "Employment 
of  Women"  (Cd.  8185). 
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Home  Office,  which  considers  the  merits  of  each  case  and  issues 
orders  accordingly.  Very  considerable  relaxations  of  the  require-, 
ments  as  to  hours  of  labor  and  night  work  for  women  were  allowed 
and  the  Committee  on  the  Health  of  Mimition  Workers  has  reported 
on  the  serious  effects  of  these  relaxations. 

Recalling  that  in  Illinois,  one  of  our  largest  industrial  states,  the 
working  women  have  never  yet  been  able  to  secure  the  passage  of  a 
bill  preventing  night  work,  the  following  statement  of  the  committee 
should  be  of  special  interest: 

The  imperative  necessity  of  war  has  revived,  after  almost  a  century  of 
disuse,  the  night  employment  of  women  in  fa<3tories  ....  it  was  banished  by 
international  agreement  ^m  the  twelve  European  countries  which  signed  the 

Convention  drawn  up  at  the  International  Conference  held  at  Berne 

The  agreement  was  based  upon  the  results  of  inquiries  into  the  effects,  econom- 
ical, ph3rsical,  and  moral,  of  night  work  for  women.  The  reports  showed 
deterioration  in  health  caused  by  the  difficulty  of  securing  sufficient  rest  by 
day;  disturbance  of  home  life,  with  its  injurious  effects  upon  the  children;  and 
diminished  value  of  the  work  done — the  common  experience  being  that  night 
work  was  inferior  to  day  work.  Now  once  more  all  these  half-forgotten  facts 
are  in  evidence  in  the  Mimition  Factories.  In  a  working-class  home  the  diffi- 
culty in  obtaining  rest  by  day  is  great;  quiet  cannot  be  easily  secured;  and 
the  mother  of  a  family  cannot  sleep  while  the  claims  of  children  and  home  are 
pressing  upon  her;  the  younger  unmarried  women  are  tempted  to  take  the 
daylight  hours  for  amusement  or  shopping;  moreover,  sleep  is  often  inter- 
rupted in  order  that  the  mid-day  meal  may  be  shared.  The  employment  of 
women  at  night  is,  without  question,  undesirable,  yet  now  it  is  for  a  time 
inevitable;  and  the  Conmiittee  have  therefore  directed  their  efforts  to  the 
consideration  of  those  safeguards  which  would  reduce  its  risks  to  a  minimum.' 

Again,  in  Illinois  a  working  week  of  seventy  hours  is  not  illegal 
for  women  in  normal  times  of  peace,  but  the  Committee  on  the 
Health  of  Mimition  Workers  found  a  working  week  of  this  length 
uneconomical  even  under  the  stress  of  war  conditions.  Thus  the 
memorandimi  on  "Hours  of  Labour"*  contains  the  following 
statement: 

The  Conmiittee  are  satisfied  that  the  strain  of  long  hours  is  serious,  and 
they  are  of  opinion  that  continuous  work  in  excess  of  the  normal  legal  limit 
of  60  hours  per  week  ought  to  be  discontinued  as  soon  as  practicable,  though 

'  Health  of  Munition  Workers'  Committee,  Memorandum  No.  4,  '' Employment 
of  Women"  (Cd.  8185,  p.  4). 

« Idem.,  Memorandum  No.  5,  "Hours  of  Work"  (Cd.  8186). 
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they  think  that  some  greater  elasticity  of  hours  might  be  allowed  than  b  pro- 
vided for  by  the  Factory  Acts,  and  they  see,  for  instance,  little  objection  to  such 
moderate  overtime  during  the  week  as  can  be  compensated  for  by  an  earlier 

stop  on  Saturdays The  Conmiittee  feel  that  the  need  for  overtime 

amongst  women  and  girb  b  much  less  pressing  than  it  b  for  men;  they  are 
rarely  employed  on  highly  skilled  work,  and  where  there  b  still  a  good  reserve 
of  labour  there  should  be  little  difficulty  in  gradually  introducing  shifts,  or  in 
other  wa3rs  redbtributing  the  work  among  a  large  number  of  operatives.  They 
strongly  urge  that  wherever  practical  overtime  should  be  abandoned  in  favour 
of  shifts. 

Illinois  has  not  yet  provided  by  legislation  for  "one  day's  rest 
in  seven,"  but  again  the  Committee  on  Health  of  Munition  Workers 
reconmiends  such  a  break  in  the  working  week  as  necessary  even 
under  war  conditions.  On  this  point  the  report  on  the  "Employ- 
ment of  Women"'  contains  the  following  statement: 

The  week-end  rest  has  been  found  to  be  a  factor  of  such  importance  in 
maintaining  health  and  vigour  that  it  has  been  reinstated  by  employers  who 
had  taken  it  for  work  at  the  beginning  of  the  war.  The  Conmiittee  are  strongly 
of  opinion  that  for  women  and  girb  a  portion  of  Saturday  and  the  whole  of 
Sunday  should  be  available  for  rest,  and  that  the  periodic  factory  holidays 
should  not,  on  any  account,  be  omitted. 

It  is  important  to  note,  moreover,  that  the  economy  of  shorter 
hours  was  demonstrated  by  some  experiments  concerning  output  in 
relation  to  hours  of  work  undertaken  by  medical  experts  for  the 
conmiission.  It  was  shown,  for  example,  that  "to  attain  a  max- 
imum output  women  engaged  in  moderately  heavy  manual  labor 
should  not  work  for  more  than  sixty  hours  per  week,"  and  it  is  also 
said  to  be  "probable  that  the  sixty  hours  per  week  were  still  too 
many  to  give  the  best  total  output."' 

It  will  be  interesting  indeed  if  it  is  left  for  the  greatest  war  in 
history  to  prove  finally  and  conclusively  that  long  hours,  night 
work,  and  Sunday  labor  must  be  abolished,  not  only  to  safeguard 
the  health  of  the  women  employed,  but  to  promote  the  eflGiciency  of 
industry. 

Edith  Abbott 

Chicago  School  of  Civics  and  Philanthropy 

'  Health  of  Munition  Workers'  Committee,  Memorandum  No,  4  (Cd.  8185). 
'  Statistical  Information  concerning  Output  in  Relation  to  Hours  of  Work,  collected 
by  H.  M.  Vernon,  M.D.    Memorandum  No,  12,  (Cd.  8344). 
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Business  blanks  or  forms  arise  to  facilitate  complex  business 
activities.  The  more  complex,  the  more  far-reaching,  and  the 
more  impersonal  the  business  activity,  the  greater  the  need  for 
these  commercial  instruments.  And  the  greater  the  need  for 
forms,  the  more  urgent  the  demand  that  they  be  standardized  and 
imiform.  It  is  natural,  therefore,  that  with  the  rapid  extension 
of  the  railway  business  there  should  have  been  an  equally  rapid 
multiplication  of  forms,  and  then  that  a  movement  should  gain 
headway  to  make  the  forms  of  standard,  imiform  character. 

Among  these  multifarious  business  forms  used  by  the  railroads  is 
the  bill  of  lading.  This  is  a  very  important  instrument  now  and  has 
manifold  possibilities  for  future  development.  It  has  been  esti- 
mated that  annually  ''there  is  about  $25,000,000,000  worth  of 
business  handled  through  bills  of  lading,  and  of  that,  $5,000,000,000 
is  handled  by  the  banks."'  There  is  no  wonder,  then,  that  much 
concern  is  felt  about  the  liabilities  and  conditions  connected  with  it. 
What  kind  of  an  instrument  this  bill  of  lading  is,  what  functions  it 
performs  as  a  commercial  document,  what  steps  have  been  taken 
to  safeguard  it  and  to  make  it  imiform,  and  under  what  conditions 
and  regulations  it  moves  today  will  be  the  subjects  of  this  discussion. 


The  bill  of  lading  originated  from  the  old  ship  "register,"  in 
which  was  entered  the  character  and  amount  of  goods  delivered. 
This  record  served  at  first  as  written  evidence  of  receipt  of  the  goods, 
and  later  of  the  terms  of  a  contract  of  shipment  between  the 
merchant  and  the  master  of  the  ship.  "It  would  seem  probable 
that  oral  evidence  of  shipment  was  replaced  by  the  quasi-official 
ship's  register,  which  in  its  turn  gave  way  to  the  private  contract 
between  the  individual  merchant  and  the  master."^  It  is  possible 
to  conceive  of  the  entry  in  the  register  as  a  rudimentary  bill  of 

<  A.  T.  Thorn,  counsel  of  Southern  Railway  Co.,  in  Senate  Hearings  on  Bills  of 
Lading,  p.  iii. 

» Bennett,  History  of  the  BiU  of  Lading^  p.  6. 
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lading.  But  the  need  for  the  development  of  a  separate  and  distinct 
document  would  be  felt  when  the  merchants  no  longer  traveled  with 
their  goods.'  When  goods  are  dispatched  under  a  shipment  con- 
tract, there  are  three  parties  to  this  contract — ^the  shipper,  the 
carrier,  and  the  consignee.  Here  is  ample  reason,  in  "the  growing 
requirements  of  practical  commerce,"  why  the  bill  of  lading  should 
early  have  been  issued  in  triplicate.  Each  party  vitally  concerned 
in  this  contract  would  desire  a  copy. 

Originally  transferred,  in  the  United  States,  from  the  steamship, 
canal,  and  pike-road  bill  of  lading,  the  railway  bill  was  also  at 
first  little  more  than  a  certificate  of  receipt.'  The  numerous  con- 
ditions which  are  today  encimibering  it  were  formerly  printed  on 
the  tariff  sheets.^  Originally,  also,  bills  of  lading  were  drafted  by 
each  transportation  company  and  very  naturally  differed  "accord- 
ing to  local  conditions  and  to  legislative  enactment  in  different 
states."*  Confusion  in  requirements  resulted,  and  even  the  fierce 
competition  between  the  railway  lines  that  caused  rate  wars  found 
expression  in  the  stipulations  qu  the  bills  of  lading.  Conversely, 
the  development  of  through  freight  lines  made  for  "homogeneity 
in  various  bills  of  lading."  It  was  only  with  the  growth  of  the 
co-operative  idea  among  the  carriers  that  the  problem  of  a  imiform 
bill  came  into  definition. 

The  bill  of  lading,  however,  should  be  sharply  distinguished  from 
other  forms  associated  with  it.  The  freight  bill,  or  the  shipping  bill, 
is  a  receipt  for  the  goods  delivered  to  the  carrier,  and  nothing  more. 
It  is  a  form  developed  to  fulfil  that  specialized  f imction  out  of  which 
the  bill  of  lading  grew.  The  bill  of  exchange,  to  which  the  bill  of 
lading  is  often  attached,  is  an  independent,  though  an  interrelated, 
document.  It  represents  the  banker's  fimction  in  financing  the 
shipment.  Later  it  will  be  shown  how  intimately  these  two  docu- 
ments are  connected;  here  it  suffices  to  say  that  the  bill  of  exchange 
is  a  business  form  which  facilitates  the  financing  of  freight  traffic 

« Bennett,  History  of  the  Bill  of  Lading,  p.  6. 

*  The  history  of  the  bill  of  lading  in  the  United  States  has  not  3ret  been  written. 
It  is  the  early  ambition  of  the  writer  to  show  by  a  series  of  forms  how  the  modem  bill 
has  been  developed.  A  very  interesting  collection  is  being  made  by  the  Chicago 
Traffic  Club. 

*  McPherson,  Fright  Rates,  p.  i88.  « ind. 
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and,  when  accepted,  sloughs  off  the  bill  of  lading  along  with  the 
certificate  of  insurance,  the  consular  invoice,  and  other  documents 
and  stands  alone,  a  complete  instrument  in  itself. 

As  a  mechanism  for  facilitating  the  transportation  of  goods,  the 
bill  of  lading  has  three  functions  to  perform.  One  of  these  functions 
is  to  serve  as  a  receipt,  where  it  duplicates  the  work  of  the  freight 
bill.  Indeed,  it  is  gradually  transplanting  that  document,  just  as 
the  check  is  displacing  the  formal  receipt  in  general  mercantile 
transactions.  A  second  fimction  is  to  serve  as  a  written  evidence 
of  a  contract  of  shipment  between  shipper  and  carrier.  A  third 
function  is  to  serve  as  a  document  of  title  to  goods.  In  one  or 
another  of  these  functions  the  bill  of  lading  meets  the  needs  of  the 
four  parties  chiefly  concerned  with  a  shipment  of  goods,  i.e.,  the 
shipper,  the  carrier,  the  banker,  and  the  consignee. 

These  bills  of  lading  also  fall  into  various  groups  or  classes, 
according  as  they  are  looked  at  from  different  angles.  First,  as  to 
kinds  of  freight,  the  bills  fall  into  two  groups.  There  are  those 
intended  to  apply  to  general  merchandise,  which  may  be  grouped 
in  one  great  dass.  The  second  kind  may  be  called  commodity 
bills,  such  as  those  intended  for  the  conveyance  of  livestock,  grain, 
cotton,  and  perishable  produce.  Again,  bills  of  lading  may  be 
classified,  on  the  basis  of  the  maker,  into  those  issued  by  a  firm  or 
corporation  or  individual — a  private  bill — and  those  issued  by  the 
carriers  themselves.  In  another  way  they  may  be  arranged,  on  the 
basis  of  the  factors  affecting  negotiability,  into  order  bills  and 
straight  bills.  The  former  are  tho^  which  may  be  transferred  by 
indorsement,  the  latter  are  those  accompanying  goods  consigned 
directly  to  consignee  and  are  merely  consignable.  And,  finally, 
on  the  basis  of  the  "conditions"  of  the  contract  of  carriage,  the 
stipulations  and  the  limitations  of  liability,  and  the  agreements  with 
connecting  lines,  there  are  the  standard  (or  Revised  Standard  Bill 
of  the  Southern  Classification  Territory),  the  imiform,  the  through 
and  export,  and  the  special  bills.  The  last-named  are  distinct,  as 
being  issued  imder  common-law  liability. 

The  groups  are  by  no  means  mutually  exclusive,  but  they  will 
serve  to  identify  the  problem  underlying  the  imiform  bill  of  lading. 
Clearly,  the  first  step  toward  imiformity  would  have  to  do  with  the 
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bills  carrying  the  great  class  of  general  merchandise,  and  only 
gradually  could  the  commodity  bills  be  standardized — and  only 
then  on  a  commodity  basis,  i.e.,  grain  bills  would  not  be  imiform 
with  cotton  bills  or  cotton  bills  with  livestock  bills.  The  problem 
of  imif  ormity  is  not  so  vital  as  regards  straight  bills  as  it  is  respecting 
order  bills,  for  the  reason  that  imiformity  is  an  essential  element  of 
free  negotiability.  For  the  same  reasons  the  carrier's  bills  are  of 
,more  importance  than  the  private  bills.  But  more  important  than 
all  is  the  point  that  imiformity  may  apply  to  two  distinct  aspects  of 
bills  of  lading:  (i)  to  the  laws  under  which  they  operate  and  (2)  to 
the  conditions  of  the  contract  which  they  contain.  Early  in  the 
movement  for  uniformity  this  distinction  appeared: 

It  was  first  decided  that  the  law  of  bills  of  lading  was  not  the  law  of  carriers. 
The  law  of  carriers  defines  the  relative  rights  and  duties  of  shipper  and  carrier 
and  is  fixed  by  the  common  law,  except  as  modified  by  statute.  The  conditions 
which  you  find  upon  the  back  of  bills  of  lading  do  not  pertain  to  the  law  of  bills 
of  lading,  but  to  modifications  of  the  law  of  carriers  as  affecting  the  relations 
between  shipper  and  carrier.  The  law  of  bills  of  lading,  however,  properly 
understood,  and  as  dealt  with  by  the  Commission,  deab  with  bills  of  lading  as 
documents  of  title  and  as  pieces  of  commercial  paper.' 

Uniformity  in  bills  of  lading  therefore  may  be  of  two  kinds,  and 
one  may  be  secured  without  the  other.  The  committee  on  uniform 
conmierdal  laws  may  succeed  in  securing  the  passage  in  all  states 
of  the  Union  of  the  same  law  imder  which  the  carriers  are  to  operate. 
Such  legislation  has  already  become  a  federal  enactment  to  control 
interstate  commerce  and  has  become  a  law  in  fifteen  states.*  On 
the  other  hand,  the  same  conditions  may  be  agreed  upon  as  to  the 
contract  of  shipment  on  all  transportation  lines.  The  ideal  to  look 
forward  to  is  this  twofold  imiformity.  It  remains  to  be  considered 
what  progress  has  been  made  and  what  is  yet  to  be  done. 

The  question  of  uniformity  resolves  itself  into  an  attempt  to 
harmonize  the  interests  of  the  four  parties  chiefly  concerned  in  the 
transportation  of  commodities.  The  shipper,  in  sending  forth  his 
goods  into  distant  markets,  is  desirous  of  ridding  himself  as  quickly 
as  possible  of  all  responsibility  for  them  and  at  the  same  time  of 
being  able  to  realize  as  quickly  as  possible  on  the  deal.    He  is 

'  American  Uniform  Commercial  Acts,  p.  221. 

» Hearings,  Senate  Committee,  p.  13.    The  Nation^s  Business,  May,  1916,  p.  77- 
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anxious  to  have  his  goods  arrive  speedily  and  safely  and  to  have 
his  customer  accommodated  as  completely  as  possible  with  as  little 
expense  as  possible.  That  is,  the  shipper  insists  upon  as  much 
service  from  the  carrier  as  he  can  get  for  the  transportation  charge. 
Opposed  to  these  interests  of  the  shipper  are  those  of  the  carrier, 
who  naturally  wants  to  assume  as  little  responsibility  as  he  can. 
One  fundamental  issue  arises  out  of  this  dash  of  interest — ^where 
shall  the  carrier's  duty  and  liability  begin  and  where  shall  they  end  ? 

On  the  financial  side,  too,  an  issue  appears.  Here  the  interests 
of  the  shipper,  the  carrier,  and  the  banker  are  involved.  It  has 
been  said  that  the  shipper  wants  to  be  able  to  secure  speedy  reim- 
bursement. For  this  he  appeals  to  Ijis  banker,  who  sajrs  that  he  is 
willing  to  finance  the  transaction  for  a  fee,  provided  his  own  interests 
are  safeguarded.  This  means  that  there  must  never  be  any  doubt 
of  the  documents  accompanying  the  bill  of  exchange,  and  this  means 
that  always  the  liability  on  the  bill  of  lading  shall  be  sure  and 
definite.  To  what  extent,  then,  can  any  doubt  as  to  the  validity 
of  the  bill  of  lading  arise,  and  what  is  the  status  of  liability  ? 

As  for  the  consignee,  his  interests  in  the  bill  of  lading,  while  not 
identical  with,  aid  and  abet,  those  of  the  shipper.  Just  as  the 
latter  wants  the  goods  delivered  so  as  to  accommodate  the  consignee 
with  least  expense,  so  the  consignee  wishes  to  get  as  much  service 
in  addition  to  his  goods  as  he  can.  Both  shipper  and  consignee  try 
to  shift  the  burden  onto  the  carrier.  In  his  relations  with  the 
banker  the  consignee  again  joins  with  the  shipper  in  asking  for 
financial  facilities.  Often,  of  course,  the  consignee  pays  the  freight, 
and  in  such  a  case  becomes  the  shipper.  There  is  therefore  no  new 
issue  developed  out  of  these  relationships. 

Subsidiary  to  the  issues  stated  above  is  the  relation  of  the  bill  of 
lading  to  the  bill  of  exchange.  To  what  extent  should  these  docu- 
ments be  independent  of  one  another  ?  How  far  is  the  bill  of  lading 
collateral  security,  and  how  far  is  it  so  needed  ?  Is  this  relationship 
changed  by  uniformity,  and,  if  so,  how  far  ?  These  are  questions 
that  will  come  up  for  answer  during  the  course  of  analysis.  Another 
group  is  thus  drawn  into  the  discussion — ^namely,  the  credit  men. 
Their  interests  are  concentrated  on  the  use  of  the  bill  of  lading  as  a 
credit  instrument,  and  will  be  taken  up  in  connection  with  that 
subject. 
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Since  business  forms  reflect  business  usage,  it  follows  that  they 
must  change  with  business  changes.  So  long  as  carrying  goods, 
especially  on  land,  was  private  business,  bills  of  lading  remained 
also  of  private  concern.  It  is  not  to  be  supposed  that  the  times  in 
which  railroads  refused  to  let  their  cars  go  on  foreign  lines,  in  fact, 
deliberately  "identified"  their  rolling  stock  by  special  gauge  of 
track,  in  which  "  for  a  railroad  company  to  permit  its  cars  to  go  away 
from  its  own  tracks  would  have  seemed  equivalent  to  making  the 
other  company  a  present  of  them,"'  would  make  for  imiformity  of 
business  practice  in  transportation.  Such  were  the  conditions  in 
the  decade  preceding  the  Civil  War. 

But  traffic  of  all  kinds  outgrew  such  pettiness.  The  carrying 
of  troops  and  government  supplies  during  the  war  and  the  extending 
of  mail  service  quickly  showed  the  inconvenience  of  mmecessary 
transfers  of  all  traffic.  It  was  sometimes  the  practice  to  lift  the 
body  of  the  car  from  one  set  of  trucks  to  another  of  different  gauge 
in  order  to  obviate  the  transfer  of  freight.  The  day  was  far  spent 
when  such  foolish  and  arbitrary  legislation  as  that  which  prohibited 
the  Erie  Railroad  from  making  connections  with  any  other  road, 
under  penalty  of  forfeiture  of  charter,'  would  be  tolerated.  And 
it  was  therefore  inevitable  that  such  legislation  as  the  Act  of  1866 
shotdd  result.  This  act  stipulated,  among  other  things,  that "  every 
railroad  company  in  the  United  States  whose  road  is  operated  by 
steam  be,  and  hereby  is,  authorized  to  carry  upon  and  over  its  road 
all  passengers,  troops,  government  supplies,  mails,  freight,  and 
property  on  their  way  from  any  state  to  any  other  state  ....  and 
to  connect  with  roads  of  other  states,  so  as  to  form  continuous  lines 
for  the  transportation  of  the  same  to  the  place  of  destination."^ 
By  this  permissive  enactment  the  gates  were  opened  for  great 
development.  The  artificial  barriers,  such  as  state  lines,  private 
interests,  and  tariffs,  could  no  longer  resist  the  pressure  of  traffic 
movement.  Forwarding  companies  and  railroad  agreements 
followed  in  due  course. 

'  McPherson,  op,  cU,,  p.  161. 

•  Ibid,,  p.  162. 

)  Thirty-ninth  Congress,  First  session,  chap,  czziv,  p.  66. 
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The  continuous-route  idea  brought  the  carriers  into  contact 
with  each  other's  methods.  As  a  restdt  the  forms  and  blanks  of  all 
kinds  passed  from  hand  to  hand.  It  thus  came  to  light  that  chaos 
ruled  so  far  as  the  conditions  of  the  carriers'  contracts  were  con- 
cerned, just  as  in  the  case  of  rates  charged.  In  fact,  it  must  be 
remembered  that  the  "conditions"  were  first  a  part  of  the  tariff 
sheet. 

Furthermore,  with  the  rapidly  growing  importance  of  the  rail- 
ways and  with  the  increase  of  their  unseemly  acts,  there  was  a 
greatly  increased  complexity  of  state  regulations.  "We  have  the 
Federal  law  and  we  have  the  laws  of  forty-six  states.  I  do  not  know 
of  any  subject  of  conunerdal  importance  upon  which  there  is  such 
a  great  variety  of  judicial  decisions  or  greater  conflict  of  authority 
than  upon  the  question  of  carrier's  liability.'"  It  was  natural,  of 
course,  for  these  multiform  regtdations  to  touch  upon  the  relation- 
ship between  shipper  and  carrier.  These  state  statutes  were  mostly 
created  to  modify  the  common-law  liability  of  the  carrier.  Some- 
times the  modification  extended  the  carriers'  liability;  sometimes 
it  contracted  their  liability.*  At  any  rate,  in  so  far  as  there  was 
modification  at  all,  the  statutes  affected  the  bill  of  lading.  These 
r^ulations  also  left  not  easily  ascertainable  the  status  of  the  title 
to  goods  and  interfered  with  the  bill  of  lading's  becoming  a  more 
important  conunerdal  document. 

The  movement  for  imiformity  in  bills  of  lading  materialized  as 
early  as  1889,  when  certain  difficulties  in  the  Trunk  Line  and 
Central  Traffic  Association  territories  led  to  the  formation  of  a 
joint  conunittee.  This  committee  drafted  a  imiform  bill  of  lading 
which  was  adopted  on  July  i,  1890.^  So  serviceable  did  the  efforts 
of  this  committee  appear  that  it  was  made  a  permanent  institu- 
tion, and  all  questions  relating  to  bills  of  lading  were  referred  to  it. 
The  work  of  the  committee  resulted  in  two  kinds  of  bills — the 
"Ordinary  Form  of  Uniform  Bill  of  Lading"  and  the  "Form  of 

>  Martin  A.  Knapp,  chairman,  Interstate  Commerce  Commission,  in  Atnerican 
Uniform  Commercial  Acts,  p.  20. 

'  McPheison,  op.  cii.,  pp.  H^-AS* 

s  A  uniiorm  bill  of  lading  has  been  in  use  throughout  the  New  Enfi^d,  the  Trunk 
Line,  and  the  Central  Traffic  Association  territories  since  1890. 
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Uniform  Bill  of  Lading  at  Carrier's  Liability."    The  distinction 
is  as  follows: 

In  addition  to  the  exemptions  from  liability  by  the  carrier  specified  by  the 
common  law,  the  "Ordinary  Form  of  Uniform  BUI  of  Lading"  contained 
certain  stipulations  as  to  further  exemption;  the  other,  a  "Form  of  Uniform 
Bill  of  Lading  at  Carrier's  Liability,"  provided  that  the  carriers  assume  all 
liability,  limited  only  by  the  conmion  law  which  frees  the  carrier  in  case  of  loss 
arising  from  any  of  the  following  causes:  first,  an  act  of  God  or  the  public 
enemy;  second,  inherent  defect,  quality,  or  vice  of  the  thing  carried;  third, 
seizure  under  legal  process ;  fourth,  any  act  or  omission  of  the  owner  of  the  goods.^ 

The  next  federal  enactment  to  affect  the  bill  of  lading  was  the 
Barter  act,  of  1893.  This  act  provided  for  extending  thfe  liability 
of  common  carriers  to  exporting  and  to  coastwise  trade  and  declared 
void  any  contract  or  agreement  contrary  to  this  liability.  It 
declared  that  it  was  the  duty  of  "the  owner  or  owners,  masters,  or 
agents  of  any  vessel  transporting  merchandise  or  property  from  or 
between  ports  of  the  United  States  and  foreign  ports,  to  issue  to 
shippers  of  any  lawful  merchandise  a  bill  of  lading,  or  shipping 
document,"  etc.,  for  identification  of  goods  and  as  a  receipt  (sec.  4). 
The  question  of  uniformity  thereujion  touched  foreign  trade  and 
the  through  bills  of  lading  used  in  it. 

The  matter  then  drifted  along  through  the  period  of  depression 
in  the  nineties  and  passed  over  practically  unchanged  into  the  new 
century.  Li  1904,  however,  a  petition  for  changes  in  the  bill  of 
lading  was  made  by  the  Illinois  Manufacturers'  Association  to  the 
Interstate  Conmierce  Commission.  The  petition  originated  in 
certain  complaints  brought  before  that  Association.  This  action 
led  on  November  21,  1904,  to  an  order  for  an  investigation  to  be 
made  by  the  Commission.  Hearings  on  the  question  lasted  for 
nearly  three  years.  The  result  was  that  an  order  was  issued  June 
27,  1908,  reconmiending  a  imiform  straight,  and  an  order-notify, 
bill  of  lading  applicable  to  general  merchandise.* 

These  two  forms,  reconmiended  by  the  Conmussion,  were 
identical  so  far  as  conditions  are  concerned,  but  differed  in  detail 

« McPherson,  op.  cU.,  pp.  188-89. 

'  Cf.  Brief  in  Behalf  of  Carriers,  October  10, 1916,  p.  i;  14  I.C.C.R.  346,  In  the 
Matter  of  BUls  of  Lading;  Annual  I.C.C.R.,  1904,  p.  35. 
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on  the  front  of  the  forms.  Smce  the  conditions  of  the  contract  are 
the  battleground  of  the  opposing  interests,  these  two  kinds  of  bills 
need  not  be  distinguished. 

It  is  to  be  noted,  however,  that  this  phase  of  the  movement  for 
imiformity  has  to  do  with  what  has  here  been  called  "the  law  of 
carriers  as  affecting  the  relations  between  shipper  and  carrier." 
At  the  same  time  the  other  phase,  which  "deals  with  bills  of  lading 
as  documents  of  title  and  as  pieces  of  conmierdal  paper,"  was 
receiving  attention.  The  American  Bar  Association  at  its  meeting 
in  1905  appointed  a  Commission  on  Commercial  Acts,  which  in  its 
turn  asked  Professor  Samuel  Williston,  of  the  Harvard  Law  School, 
to  draw  up  a  tentative  draft  of  a  imiform  bill  of  lading.  This  draft 
was  submitted  to  the  Commission  the  following  year,  August  23, 
1906.  Discussion,  however,  was  deferred  for  one  year,  and  the 
draft  was  meanwhile  submitted  to  shippers,  bankers,  and  carriers. 
At  the  next  meeting  of  the  Bar  Association,  May  13-14,  1907,  the 
proposed  bill  was  thoroughly  discussed,  and  a  second  draft  was 
prepared  by  August  21,  1907.  This  was  also  discussed  and  sent 
back  for  changes.  A  third  draft  was  ready  by  June  i,  1908,  which 
was  presented  at  a  hearing  in  New  York,  April  19-20,  1909,  as  a 
result  of  which  the  Commission  approved  a  revised  or  fourth  draft.* 
"One  form  recommended  is  an  order  bill  of  lading,  printed  on 
yellow  paper,  8 J  inches  long  by  11  inches  wide,  in  which  the  word 
^order'  wiU  be  in  print.  A  straight  bill  of  lading  is  to  be  of  the  same 
size,  printed  on  white  paper.  "^ 

Meanwhile,  however,  the  Hepburn  act  of  1906  had  passed 
through  the  federal  Congress  and  had  become  a  law.  It  contained 
in  the  Carmack,  or  "first  Cummins,"  amendment  a  provision 
affecting  the  bills  of  lading.    It  is  therein  provided — 

That  any  common  carrier,  raOroad,  or  transportation  company  receiving 
property  for  transportation  from  a  point  in  one  state  to  a  point  in  another  state 
shall  issue  a  receipt  or  a  bill  of  lading  therefor,  and  shall  be  liable  to  the  lawful 
holder  thereof  for  any  loss,  damage,  or  injury  to  such  property  caused  by  it, 
or  by  any  common  carrier,  railroad,  or  transportation  company  to  which  such 

*  American  Uniform  Commercial  Acts,  pp.  22-34,  43,  60,  213. 
« Ibid,,  p.  15. 
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property  may  be  delivered,  or  over  whose  line  or  lines  such  property  may  pass, 
and  no  contract,  receipt,  rule,  or  regulation  shall  exen^t  such  common  carrier, 
railroad,  or  transportation  company  from  the  liability  hereby  imposed.' 

This  means  that  the  initial  carrier  is  responsible  for  the  goods 
shipped.  There  is  no  shifting  of  responsibility  under  this  act,  and 
the  worth  of  the  bill  of  lading  as  a  negotiable  instrument  is  greatly 
enhanced. 

Progress  was  thus  being  made  both  toward  an  agreement  upon 
the  conditions  of  contract  in  the  bills  of  lading  and  toward  imiform 
laws  governing  the  relationship  of  shipper  and  carrier.  But  the 
controversy  was  far  from  final  settlement.  For  two  years  longer 
the  movement  drifted  along,  when  two  important  bills  reached  the 
Senate  Committee  on  Interstate  Commerce,  one  known  as  S.  4713 
and  the  other  as  S.  957.  The  former  was  the  Stevens-Clapp  bill; 
the  latter,  the  Pomerene  bill.  A  very  extended  hearing  was  held 
covering  the  dates  of  February  16, 17,  March  i,  2, 15,  and  April  26, 
191 2.  All  of  the  parties  likely  to  be  affected  by  changes  in  the  bill 
of  lading — ^the  shippers,  the  carriers,  the  bankers,  the  receivers — 
presented  their  cases  before  the  Committee  at  great  length.  The 
line  of  deavage  of  interest  involved  became  clear.  On  one  side  were 
ranged  the  shippers,  the  bamkers,  and  the  receivers;  on  the  other 
stood  the  carriers  with  united  front.  The  result  was  that  the 
Pomerene  bill  was  voted  out,  but  later  failed  of  passage.  And  so 
this  great  drive  for  a  imiform  law  was  stopped. 

In  191 5  another  amendment  was  made  to  the  Interstate  Com- 
merce Act  of  1887,  which  already  resembled  Joseph's  famous  coat. 
This  was  the  "second  Cmnmins  amendment,"  approved  March  4, 
1915.  By  its  provisions  the  amount  of  damages  recoverable  on 
merchandise  was  the  full  value  of  damage  or  loss,  with  the  exception 
of  those  articles  where  the  value  is  required  to  be  given  when  goods 
are  received.  As  a  result  of  this  amendment  the  Interstate  Com- 
merce Commission  reopened  the  case  for  further  investigation. 

'  'The  effect  of  the  Carmack  amendment  is  to  hold  initial  carriers  engaged  in 
interstate  commerce  and  'receiving  property  for  transportation  from  a  point  in  one 
state  to  a  point  in  another  state'  as  having  contracted  for  through  carriage  to  the  point 
of  destination,  usmg  the  lines  of  connecting  carriers  as  its  agents.  Without  the  amend- 
ment the  carrier  might  elect  to  carry  to  destination  or  to  end  of  line" — U,  S,  Compiled 
Statutes,  Vni  (1916),  9298. 
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"Elaborate  hearings  have  been  had  at  New  York,  Chicago,  San 
Francisco,  New  Orleans,  Atlanta,  and  Washington."'  Briefs  have 
been  made  out  in  behalf  of  the  carriers,  the  National  Industrial 
Traffic  League,  the  Refrigerator  Car  Lines  Committee  of  the 
National  League  of  Commission  Merchants  of  the  United  States, 
and  on  behalf  of  Armour  &  Co.  and  Swift  &  Co.  The  Literstate 
Commerce  Commission  is  still  busied  with  the  voluminous  record 
of  these  hearings  and  the  briefs  submitted. 

The  year  1916  saw  the  conclusion  of  one  phase  of  this  question. 
The  Pomerene  bill,  which  failed  of  passage  in  191 2,  was  revised  and 
revived,  and  appeared  for  vote  on  June  24,  1916,  in  the  House. 
Here  it  secured  passage,  with  certain  minor  amendments,  and  came 
once  more  to  the  Senate.  This  body  passed  it  August  18,  with  the 
provision  that  it  go  into  effect  on  January  i,  1917.  It  was  approved 
August  29.  The  passage  of  this  bill  ''marks  the  culmination  of  an 
efiEort  which  has  been  in  process  for  a  good  many  years."' 

This  bill  is  an  exceedingly  important  piece  of  legislation.  Its 
effects  will  be  cumulative  and  far-reaching.  In  substance  it  is  a 
codification  of  the  best  common  law,  with  modifications  where  the 
law  is  unsuited  to  present  commercial  conditions.  In  purpose  it 
aims  to  make  the  bills  of  lading  more  fully  negotiable  by  affording 
greater  protection  to  discounting  bankers  and  to  the  buyers  of 
commodities,  and  to  make  carriers  responsible  to  bona  fide  pur- 
chasers for  value,  on  bills  of  lading  issued  by  their  agents,  whether 
or  not  the  goods  have  been  received.*  Greater  protection  to  dis- 
counting bankers  and  to  purchasers  of  commodities  can  come  only 
by  armoring  the  bill  of  lading  against  fraudulent  practices.  This  is 
accomplished  by  increaang  the  responsibility  of  the  carriers.  But 
further  than  this: 

The  Pomerene  bill  declares  fully  negotiable  all  "order"  bills  and  declares 
void  any  provision  to  the  contrary;  protects  goods  moving  xmder  an  order 
bill  from  attachment  and  execution  imles^  the  bill  itself  is  surrendered  to  the 
railroad  or  its  negotiation  enjoined;  limits  carrier's  lien  to  charges  properly  nuule 
under  the  contract  of  carriage;  prevents  the  owner  from  exercising  the  right 

*  Cf.  Brief  on  Behalf  of  National  Industrial  Traffic  League,  p.  2. 

*  Railway  Age  Gazette,  LX,  No.  15,  pp.  845-46. 
»  Cf.  The  Nation's  Business,  May,  1916,  p.  77. 
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of  stoppage  in  transitu  where  he  has  parted  with  an  order  bill;  and  prescribes 
just  how  an  order  bill  may  be  n^otiated,  and  the  effect  of  such  negotiation.' 

There  remains  yet  to  be  considered  the  efiEect  of  this  bill  upon 
the  interests  and  liabilities  of  all  the  parties  concerned.  Do  the 
responsibilities  of  carrier  and  shipper  under  the  law  coincide  with 
their  functions  ?  Have  the  obstacles  to  negotiability  of  the  bills 
of  lading  been  removed  ?  Is  it  true  in  fact  that  "today  a  bill  of 
lading  is  an  instrument  of  credit,  ranking  on  a  par  with  a  bill  of 
exchange,  and  it  must  be  negotiable  for  the  same  reasons  that  forced 
upon  the  conunerdal  world  and  the  courts,  hundreds  of  years  ago, 
the  ruling  that  bills  of  exchange  were  negotiable  "  ?  *  How  far  have 
the  conflicting  interests  involved  been  harmoniously  adjusted  ? 

m 

The  present  importance  and  the  possibilities  for  further  develop- 
ment of  the  bill  of  lading  have  been  indicated.  In  order  that  it 
may  come  fully  into  its  own,  the  bill  must  free  itsielf  from  all  stigma, 
from  all  maimer  of  doubt  as  to  the  liabilities  and  responsibilities  of 
all  parties  connected  with  it.  If  it  moves  as  it  should  move,  there 
would  be  ever  behind  it  a  sure  and  substantial  basis  of  goods  on 
their  way  to  market — the  best  of  all  credit  risks.  It  is  now  pro- 
posed to  examine  with  some  considerable  care  this  "piece  of  com- 
mercial paper"  as  it  drctdates  irn^der  existing  rules,  regulations,  and 
uniform  federal  law.  This  examination  will  necessitate  a  critical 
glance  at  the  functions  and  attending  responsibilities  of  the  four 
parties  chiefly  interested  in  the  bill  of  lading. 

The  typical  shipper  represents  the  merchant  fimction  in  modem 
business.    His  immediate  and  ever-present  concern  is  to  have  his 

'  The  Nation's  Business,  May,  1916,  p.  17.  This  measure  thus  covers  four  main 
features,  namely,  (i)  it  provides  for  a  liability  of  the  carrier  upon  bills  signed  by  its 
agents,  although  the  goods  have  not  been  received  in  whole  or  in  part;  (2)  it  provides 
for  a  liability  for  the  negligence  of  the  carrier  upon  order  bills  of  lading  when  the  goods 
have  been  delivered  and  the  bill  left  outstanding;  (3)  it  provides  that  altered  bills 
without  authority  shall  be  good  for  their  original  tenor;  and  (4)  it  requires  the  printing 
of  "order  of"  on  order  bills,  the  omission  of  die  words  ''not  negotiable"  from  such  bills, 
and  the  stamping  upon  straight  bills  of  the  words  ''not  negotiable,"  and  provides  a 
liability  in  damages  to  anyone  suffering  from  a  violation  of  these  proviaons  (Hearings 
before  Senate  Committee  on  Interstate  Commerce,  p.  19). 

*Ibid. 
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goods  available  for  as  wide  a  market  as  possible  at  least  expense. 
The  common  carriers  have  made  possible  for  him  a  world-wide 
market,  so  that  he  sells,  to  buyers  whom  he  has  never  seen,  goods 
which  they  have  never  seen.  No  matter  whether  this  shipper  is 
large  or  small,  whether  he  has  his  own  sidetrack  or  hauls  his  goods 
to  the  freight  station,  whether  he  loads  his  own  cars  or  those  of  the 
railroad,  he  loses  control  and  care  of  his  goods  when  they  start  forth 
on  their  journey.  So  dependent  has  he  become  upon  this  common 
carrier  that  he  feels  his  responsibility  ended  when  the  goods,  as 
ordered,  are  delivered  to  the  railroad.  All  that  he  asks  in  return  is 
some  indubitable  evidence  to  serve  as  a  receipt  as  to  the  character 
and  amount  of  goods  shipped,  and  by  means  of  which  he  can  pass 
title.  The  shipper  then  turns  his  attention  to  getting  his  money 
out  of  the  deal  as  soon  as  he  can. 

The  carrier's  fimction  is  not  a  single  or  a  simple  one.  There  are 
always  two  phases  to  his  task:  he  must  transport  and  he  must 
protect;  he  is  a  carrier,  he  is  a  bailee.  From  the  moment  he 
"receives"  the  goods  he  is  a  warehouseman  until  he  "delivers'* 
them  to  the  receiver.  It  is  well  known  how  this  side  function  arose : 
it  was  more  economical  for  the  railroads  to  own  and  operate  their 
rolling  stock  and  terminal  facilities.  Obviously,  too,  a  freight  car 
is  a  movable  warehouse,  just  as  a  freight  depot  is  a  stationary  one. 
It  would  seem  to  follow  also  that  responsibility  would  be  extended 
to  keep  pace  with  increasing  fimctions.  One  test  of  the  respon- 
sibility which  the  carrier  has  assiuned  is  the  facilities  with  which 
he  has  ecjuipped  himself.  There  are,  for  instance,  sidings,  plat- 
forms, freight  sheds,  scales,  open  cars,  box  cars,  special  cars,  etc. 
As  the  carrier  has  assumed  the  function  of  cartage,  of  delivery, 
and  of  warehousing,  he  must  also  have  assiuned  their  attendant 
responsibilities. 

The  ideal  of  the  carrier  is  to  tap  every  resource  and  to  serve 
adequately  every  market.  This  great  task  must  be  done  effectively. 
For  its  fulfilment  there  is  required  a  stupendous  organization, 
reaching  out  its  tentacles  into  every  hamlet  and  village,  touching 
those  little  pockets  of  fertile  valleys  hidden  away  in  the  midst  of 
vast  mountain  systems,  serving  all  races,  all  climates,  in  all  seasons. 
It  is  thus  that  "transportation  becomes  the  basis  of  civilization," 
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and  is  a  ''thing  apart"  from  all  other  business  organizations.  So 
essential  has  it  become  that  trafl&c  must  move,  that  the  Supreme 
Court  was  swayed  by  the  force  of  this  practical  argument  to  hold 
that  a  raihroad  organization  should  not  be  held  responsible  for  the 
acts  of  its  agents.  The  famous  Friedlander  case  in  1888  held  the 
railroads  guiltless  where  the  freight  agents  had  signed  bills  of  lading 
without  having  received  the  goods.  While  doing  this,  said  the 
Court,  the  agents  were  not  within  the  scope  of  their  authority  and 
hence  were  not  really  agents  of  the  railway  company.  In  making 
this  decision  the  Court  met  a  practical  difficulty — escaped  dis- 
couraging the  raihroads — ^but  laid  up  in  store  much  trouble  for  itself 
and  for  everyone  interested  in  the  bill  of  lading.  But  the  main  point 
to  note  is  that  the  carrier's  interest  tended  to  become  the  dominat- 
ing one. 

The  typical  consignee  is  the  purchaser  of  goods  f  .o.b.  destina- 
tion. He  has  bought  goods  which  he  has  never  seen,  from  a  distant 
seller  whom  he  may  never  have  seen.  His  first  interest  is  in  the 
integrity  of  that  distant  seller,  for  he  wants  to  be  confident  that 
the  goods  are  of  the  character  and  quantity  bargained  for.  He 
leaves  it  to  the  seller  to  arrange  for  the  arrival  of  the  goods.  But 
from  the  carrier  he  expects  assurance  that  the  goods  are  as  repre- 
sented in  the  bill  of  lading;  he  expects  a  check  on  the  integrity  of 
the  seller,  for  the  carrier  gives  a  receipt  at  the  shipping  point  and 
therefore  has  the  mechanism  for  checking  this  matter  up.  He  will 
therefore  iAsist  that  the  carrier  be  held  responsible  for  the  face  of 
the  bill  of  lading  signed  by  its  agent.  Aside  from  this  the  consignee 
expects  of  the  carrier  an  efficient  fulfilment  of  the  carrier  function, 
i.e.,  the  speedy  and  safe  transportation  and  the  prompt  notification 
of  arrival  of  the  goods.  On  his  part,  too,  he  must  be  ready  to 
receive  the  goods  and,  when  title  passes  to  him  with  the  possession 
of  the  bill  of  lading,  to  assimie  his  responsibility  for  them.  The 
point  at  which  this  responsibility  passes  from  carrier  to  consignee 
must  be  specifically  ascertainable. 

The  banker  enters  as  finannal  agent,  and  with  him  comes  the 
bill  of  exchange.  His  fimction  is  to  loan  money  so  that  the  "long- 
time transaction"  may  be  made.  The  seller  needs  quick  payment 
in  order  that  he  may  carry  on  business  continuously;  the  buyer  may 
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need  to  borrow  money  on  the  goods  sent  to  be  repaid  as  they  are 
sold.  They  both  look  to  the  banker.  For  the  loan  the  banker 
needs  security.  The  mechanism  for  facilitating  the  loan  is  the  bill 
of  exchange,  and  the  security  is  the  bill  of  lading,  which  carries  title 
to  the  goods.  On  a  part  of  the  way  these  two  docimients  go  hand 
in  hand;  the  draft  reaches  the  banker  with  the  bill  of  lading 
attached.  Here  arises  one  of  the  issues  underlying  the  whole 
question  of  uniformity,  as  indicated  above.  Is  there  ever  any  doubt 
of  the  documents  accompanying  the  bill  of  exchange  ? 

The  adequate  reply  to  this  query  is  the  notorious  Knight, 
Yancey  &  Co.  case  (209  N.Y.  224).  This  company  had  drawn  on 
Springs  &  Co.,  New  York,  for  $39,000,  as  per  written  agreement, 
against  shipment  of  600  bales  of  cotton.  But  the  bills  were  forged 
and  the  cotton  never  was  shipped.  These  bills  were  discounted 
at  the  First  National  Bank  of  Decatur,  Alabama,  where  Knight, 
Yancey  &  Co.  were  located,  and  were  sent  on  to  the  Hanover 
National  Bank,  New  York,  for  collection.  The  latter  bank 
accepted  the  bills  and  the  documents  were  detached.  In  due  course 
of  time  the  forgery  was  discovered  and  recovery  for  the  loss  was 
sought.  But  the  Court  held  that  "the  attachment  of  bills  of  lading 
to  a  draft  does  not  make  the  former  a  part  of  the  latter;  that  the 
one  who  accepts  or  pays  such  a  draft  must  be  assumed,  in  the 
absence  of  special  circumstances,  to  do  so  on  the  faith  of  the  draft 
itself,  and  that  reliance  upon  the  bills  of  lading  is  not  a  fact  which 
enters  into  the  substance  of  the  real  transaction  in  accepting  or 
paying  the  draft,  but  is  an  extrinsic  fact."' 

And,  if  this  is  not  sufficient  demonstration,  there  are  the  great 
cotton  frauds  in  which  European  banks  lost  millions  of  dollars 
through  bills  of  lading  being  issued  without  the  cotton  having  been 
delivered  to  the  railroads.  These  frauds  threw  American  cotton 
bills  into  such  disrepute  that  the  International  Bankers'  Conven- 
tion, meeting  in  London,  declared  they  were  no  longer  acceptable 
without  a  guaranty  from  American  bankers.  These  bankers  in  turn 
passed  the  responsibility  on  to  the  railroads.  Instances  might 
easily  be   multiplied  in  shipments  of  wheat  and  perishables.^ 

'  Cf.  Banker's  Magazine,  LXXXVm,  34. 
*  Cf.  Senate  Hearings,  pp.  145-60,  218^26, 


Digitized  by 


Google 


694  JOURNAL  OF  POUTICAL  ECONOMY 

Enough  has  been  said,  however,  to  show  that,  prior  to  the  Pomerene 
bill  at  any  rate,  there  was  doubt  as  to  the  validity  of,  and  the  lia- 
bility on,  bills  of  lading.  And  the  banker,  as  did  the  consignee, 
turned  to  the  carrier  for  a  guaranty. 

The  crucial  point  has  now  been  reached.  How  does  the  bill 
of  lading,  serving  in  its  three  capacities — as  a  receipt  for  goods,  as 
containing  the  written  conditions  of  the  shipping  contrail,  and  as  a 
document  of  title  to  goods  identified  in  its  descriptive  terms — and 
moving  imder  the  provisions  of  federal  arid  uniform  state  legislation, 
meet  the  requirements  of  the  parties  whose  functions  have  been 
analyzed? 

First,  then,  the  bill  of  lading  is  to  move  under  the  provisions  of 
the  Uniform  Bill  of  Lading  law,  the  Pomerene  bill,  which  at  present 
affects  all  interstate  and  export  traffic,  and  the  intrastate  commerce 
of  fifteen  states.  As  a  receipt  for  goods,  the  bill  of  lading  is  made 
more  effective  by  the  provisions  of  this  statute.  Section  20  declares 
that  the  words  "shipper's  weight,  load,  and  count"  shall  not  be 
inserted  in  the  bill  of  lading,  if ,  as  a  matter  of  fact,  the  carrier  did 
load  and  had  an  opportunity  to  count  and  weigh.  If  the  words  are 
inserted  under  these  conditions,  they  are  "null  and  void."  Section 
21  provides  that,  if  goods  are  loaded  by  the  shipper,  and  the  goods 
are  described  in  the  bill  of  lading  by  "marks,  labels,  or  statement," 
and  if  a  statement  of  that  tenor  in  the  bill  is  true  in  fact,  the  words 
"shipper's  weight,  load,  and  coimt "  may  be  inserted  with  full  effect. 
But  even  here  the  carrier  is  held  liable  to  weigh  and  count,  if  the 
chance  to  do  so  is  given  it.  By  sec.  22  the  carrier  is  held  liable  on 
bills  of  lading  issued  by  its  agents,  whether  goods  have  or  have 
not  been  delivered  to  the  railroad.  This  provision  abrogates  the 
decision  of  the  Supreme  Court  in  the  Friedlander  case.  Under 
these  provisions  the  face  of  the  bill  of  lading  defines  sharply  and 
dearly  the  parties  liable,  fraudulent  use  of  the  bills  has  been  elim- 
inated, but  the  possibilities  of  forgery  are  left  imtouched. 

As  a  document  containing  the  conditions  of  a  contract  of  ship- 
ment between  the  consignor  and  the  carrier,  the  bill  of  lading  is  very 
considerably  affected  by  the  uniform  law.  The  law  provides  that 
bills  of  lading  shall  not  be  issued  in  sets  or  parts  (sec.  4);   that 
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"duplicate"  shall  be  written  on  order  bills  when  they  are  so  in  fact 
(sec.  5) ;  that  delivery  is  legal  only  as  stipulated  in  sec.  8;  that  the 
carrier  is  responsible  for  wrongful  delivery  (sec.  10),  for  failure  to 
cancel  an  order  bill  (sec.  11),  for  full  delivery  of  goods  (sec.  12); 
that  in  case  of  any  alteration  being  made  in  the  terms  of  the  bill  of 
lading  the  contract  holds  according  to  the  original  tenor  (sec.  13) ; 
and  that  the  transferor  warrants  (a)  that  the  bill  is  genuine,  (b)  that 
he  has  a  legal  right  to  it,  (c)  that  he  has  no  knowledge  of  fact  that 
would  impair  it,  and  (d)  that  he  has  the  right  to  transfer  title  to  the 
goods  (sec.  34)*  The  "conditions''  in  the  bill  of  lading  must  come 
within  the  limitations  indicated,  and  in  so  far  every  holder  may 
know  his  rights.  And  once  more  the  tendency  has  been  to  broaden 
the  scope  of  the  duties  and  liabilities  of  the  carriers. 

As  a  document  of  title  to  goods  the  bill  of  lading  is  also  regulated 
by  the  Pomerene  law.  In  this  respect  the  law  provides  that  "non- 
negotiable"  shall  be  written  on  straight  bills  (sec.  6);  that  mere 
notification  on  order  bills  has  no  effect  on  negotiability  (sec.  7); 
that  in  case  of  loss  of  the  bill  of  lading  the  title  may  be  establi^ed 
by  order  of  the  Coiut  (sec.  14) ;  that  attachment  for  debt  shall  be 
as  on  other  property  hard  to  reach  (sec.  23) ;  that  order  bills  are 
negotiable  by  delivery  "if  specified  on  the  bill  'to  order  of  a  specified 
person,' "  who  has  indorsed  in  blank  (sec.  27) ;  that  indorsement  on 
an  order  bill  makes  it  negotiable  (sec.  28);  that  straight  bills  are 
transferable,  but  not  free  from  equities,  if  accompanied  by  an 
agreement,  expressed  or  implied,  to  pass  title  (sec.  29);  that  full 
legal  title  to  goods  is  acquired  through  the  bill  of  lading  (sec.  31) ; 
that  title  on  a  bill  transferred,  but  not  negotiable,  passes  subject 
to  agreement  of  transferor  (sec.  32);  and  that  when  goods  have 
been  sold  and  an  order  bill  appears  in  the  hands  of  an  innocent 
purchaser  for  value,  it  is  good  against  the  carrier  (sec.  38).  Under 
these  provisions  the  title  to  goods,  of  which  the  bill  of  lading  is  a 
legal  representative,  may,  imder  any  condition  and  at  any  time,  be 
traced  as  definitely  and  readily  as  in  the  case  of  other  legal  instru- 
ments. 

A  very  great  deal  was  said  in  the  hearings  on  the  Pomerene  bill 
about  making  the  bill  of  lading  more  worthy  of  its  position  as  an 
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important  commercial  document  by  means  of  an  increase  of  its 
negotiability.  Says  one  witness,  Mr.  Sol.  Wexler,  vice-president 
of  the  Whitney  Central  National  Bank,  New  Orleans,  La.: 

I  maintain  that  the  business  of  the  world,  not  only  of  the  United  States, 
but  of  the  whole  world — as  it  is  done  today — \s  done  largely  upon  bills  of  lading, 
whether  "to  order"  or  "straight";  that  it  has  become  the  most  important 
instrument  of  credit,  in  use  in  the  world  today,  of  any  kind;  and  that  it  is 
necessary  for  the  commerce  of  this  country  to  make  that  bill  of  lading  fully 
negotiable,  entirely  safe,  and  to  make  the  person  who  receipts  for  the  goods, 
whether  they  have  been  delivered  to  him  or  not,  responsible  for  their  delivery. 
....  All  we  are  asking  of  this  bill  of  lading  is  to  protect  the  innocent  holder 
of  the  document.* 

And  also,  as  phrasied  by  Mr.  Francis  B.  James,  the  leading  advocate: 

An  order  bill  of  lading  is  commodity  currency,  and  is  doubly  so  when 
accompanied  by  a  draft — ^the  draft  with  its  dollar  mark  representing  the  unit 
of  value  and  the  order  bills  of  lading  a  unit  of  quantity.  By  the  use  of  a  negoti- 
able order  bill  of  lading,  properly  protected  by  legal  sanction,  our  great  staples 
and  other  commodities  are  turned  into  a  part  of  the  asset  ciurency  of  the 
country.* 

As  illustrated  by  these  quotations,  two  main  requests  stand  out 
from  the  discussion.  One  is  that  the  liability  on  bills  of  lading  be 
readily  ascertainable  from  those  instruments  themselves,  and  the 
other  is  that  the  bills  be  made  more  fully  negotiable.  Incidentally 
it  is  suggested  that  the  liability  be  defined,  so  as  to  hold  the  carrier 
more  fully  than  formerly.  This  position  would  be  enough  in  itself 
to  range  the  shippers,  receivers,  and  bankers  on  one  side  of  the 
question.  But  these  two  points  are  not  independent  of  each  other. 
Clearly  defined  liability  on  the  part  of  a  responsible  party  is  an 
essential  to  free  negotiability.  Therein  may  lie  another  reason  for 
holding  the  carrier  to  more  extended  liability. 

Something  further  needs  to  be  said  about  the  negotiability  of  the 
bill  of  lading.  Extravagant  and  not  well-considered  statements 
have  been  made  on  the  subject.  "The  bill  of  lading,"  wrote 
President  Hadley  years  ago,  "is  made  to  serve  the  same  purpose  as 
a  bill  of  exchange."^  "The  [order]  bill  of  lading  thus  contributes 
to  that  fluidity  of  the  circulating  mediiun,  that  celerity  in  the 

<  Hearings,  p.  40. 

*  Ihid,^  p.  55.  *  Railroad  Transportation^  p.  58. 
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transfer  of  merchandise,  which  are  striking  achievements  and 
essential  requirements  of  current  civilization."'  "BiUs,  drafts, 
notes,  checks,  and  bills  of  lading  are  in  fact  and  practice  parts  of 
the  currency  of  commerce/'*  "A  negotiable  order  bill  of  lading 
ought  to  be  as  dean  as  a  check,  draft,  or  promissory  note."^  What 
specifically  can  these  utterances  mean  ?•  Apparently  the  idea  that 
lies  behind  them  is  that  bills  of  lading  may  be  made  into  a  new  kind 
of  currency  of  commerce,  so  that  along  with  checks,  drafts,  and 
promissory  notes  they  may  save  "the  necessity  of  the  large  con- 
centration of  money  to  handle  and  move  the  staple  commodities 
of  the  coimtry."^ 

Such  a  service  is  demonstrably  impossible.  Not  only  are  bills 
of  lading  representative  of  a  imit  of  quantity,  of  a  certain  amoimt 
of  certain  commodities — and  commodities  for  obvious  reasons  can 
never  again  become  a  universally  acceptable  medium  of  exchange — 
they  also  are  not  used,  or  intended  to  be  used,  as  a  medimn  of 
exchange,  as  the  currency  of  commerce  in  any  true  sense.  Nego- 
tiability, as  used  in  relation  to  biUs  of  lading,  does  not,  or  should  not, 
imply  making  them  serve  the  purpose  of  bills  of  exchange.  The 
distinction  was  correctly  stated,  though  for  a  different  purpose,  by 
W.  W.  Porter  many  years  ago: 

A  large  number  of  dicta  have  been  uttered  by  eminent  authorities  in 
assertion  of  the  negotiability  of  the  bill  of  lading,  but  no  case  can  be  found, 
unless  arising  imder  a  special  statute,  in  which  a  bill  of  lading  has  been  treated 
as  an  instrument  which  is  negotiable  in  the  same  sense  as  bills  of  exchange  and 
promissory  notes  are  negotiable.  All  broad  assertions  of  the  negotiability  of 
the  bill  of  lading,  when  examined  in  the  light  of  their  context  and  of  their  actual 
application  to  the  very  cases  in  which  they  were  imguardedly  made  by  the 
Court,  will  be  foimd  equivalent  merely  to  a  statement  that  the  bill  is  transfer- 
able by  indorsement  and  delivery  and  that  such  indorsement  and  delivery 
transfer  to  the  indorsee  or  holder  such  rights  to,  or  property  in,  the  goods  as 
it  was  the  intention  of  the  parties,  gathered  from  all  the  ciramistances,  to  pass.< 

Bills  of  lading  are  not  currency  any  more  than  mortgages  and 
deeds  and  warehouse  receipts  are  currency.    They  are  collateral 

'  McPherson,  op,  cii,,  p.  190. 

'  American  Uniform  Commercial  Acts,  p.  56. 

<  Ibid,f  p.  20. 

4  Hearings,  p.  15.  ^  <  The  Bill  of  Lading,  pp.  79-80. 
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security  and  nothing  more.  Nor  will  it  ever  be  possible  for  them 
to  meet  the  requirements  of  the  true  negotiable  instrument. 

An  instrument  to  be  negotiable  must  conforai  to  the  following  require- 
ments: (i)  it  must  be  in  writing  and  signed  by  the  maker  or  drawer;  (2)  it 
must  contain  an  unconditional  promise  or  order  to  pay  a  simi  certain  in  money; 

(3)  must  be  payable  on  demand,  or  at  a  fixed  or  determinable  future  time; 

(4)  must  be  payable  to  order  or  bearer;  and  (5)  where  the  instrument  is 
addressed  to  a  drawee,  he  must  be  named  or  otherwise  indicated  therein  with 
reasonable  certainty.* 

Requirement  (2)  makes  the  vital  and  essential  distinction  between 
bills  of  lading  and  bills  of  exchange  or  promissory  notes.  And  a 
use  of  the  words  "currency  of  commerce"  in  connection  with  bills 
of  lading  or  a  classification  of  them  indiscriminately  with  checks, 
drafts,  and  notes  is  confusing  and  misleading. 

The  Pomerene  law  has  not,  therefore,  made  the  bills  of  lading 
"currency  of  commerce,"  or  capable  of  taking  the  place  of  bills  of 
exchange.  It  has,  however,  done  a  great  and  good  service;  it  has 
clearly  defined  the  responsible  parties  in  the  shipment  contract  and 
thereby  has  made  the  bills  of  lading  more  readily  acceptable  as 
collateral  security  for  loans  by  means  of  bills  of  exchange.  This  is 
true  both  for  "order"  bills  and  "straight"  bills;  and  this  was  and 
should  have  been  the  essential  purpose  of  the  law.  The  nego- 
tiability of  order  bills  readily  follows  imder  the  provisions  permitting 
transfer  of  title. 

But  in  extending  the  liability  of  the  carriers  something  else  also 
resulted.  The  carriers  were  forced  to  become  a  kind  of  "guaranty 
trust  company."  In  practice,  bills  of  lading  are  not'made  out  by 
the  carrier's  agents  in  the  vast  majority  of  cases. 

Today  I  think  it  is  no  exaggeration  to  say  that  not  one  bill  out  of  a  thou- 
sand— and  I  believe  I  could  say  10,000 — ^is  made  out  by  the  agent  of  the  railroad 
company.  The  business  of  this  coimtry  could  not  move  for  a  single  day  if  the 
bills  of  lading  were  not  made  out  by  the  shippers.  It  is  not  merely  a  question 
of  the  number  of  agents  or  the  size  of  the  platforms  to  hold  freight,  but  it  is  a 
question  of  time.  There  are  not  enough  hours  in  the  day,  and  there  is  not 
enough  space  in  the  streets  of  any  large  dty  adjoining  the  terminals  of 
railroads,  to  accommodate  the  drays  and  wagons That  bill  of  lading 

*  Uniform  Negotiable  Instrument  Law,  sec.  I. 
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is  checked  with  the  goods,  if  there  is  time.     If  there  is  not  time,  it  is 

checked  with  the  shipping  order The  main  object  in  life  is  to  get  rid 

of  that  drayman.* 

This  law  compels  responsibility  by  the  carrier  on  bills  filled  out  by 
the  shippers,  hastily  checked  by  the  agents  of  the  carriers,  and  then 
signed.  Bills  of  this  character  are  to  be  raised  to  a  plane  of 
unquestioned  reliability.  The  railroads  daim,  and  with  a  very 
sensible  show  of  justification,  that  a  careful  checking  up  on  these 
bills  is  necessary  for  such  liability;  that  this  is  a  new  and  expensive 
service  not  included  in  the  present  rates  charged ;  and  that  an  added 
recompense  is  due  them  for  it. 

The  Pomerene  law,  then,  has  favored  the  shipper,  the  receiver, 
and  the  banker  by  giving  a  better  kind  of  collateral  security,  upon 
which  bills  of  exchange  are  more  confidently  drawn  and  more  readily 
accepted.  This  has  certainly  facilitated  conmierce,  has  made  bills 
of  lading  better  commercial  paper.  At  the  same  time,  in  extending 
the  liability  of  the  carriers,  it  has  compelled  them  practically  to 
guarantee  the  integrity  of  shippers  who  make  out  their  own  bills 
of  lading  and  to  be  responsible  for  the  acts  of  all  their  agents,  near 
and  far,  high  grade  and  low  grade,  contrary  to  the  decision  in  the 
Friedlander  case.  Furthermore,  it  has  declared  the  negotiability 
of  order  bills  and  the  transferability  of  straight  bills.  The  broad 
lines  of  liability  are  thus  uniformly  laid  down. 

IV 

The  other  phase  of  uniformity — ^the  conditions  of  the  contract 
of  shipment  between  shipper  and  carrier — still  remains.  As  has 
been  indicated  before,  here  is  a  direct  clash  of  interest.  The  only 
way  out  is  through  a  compromise.  The  question  has  been  fully 
presented  to  the  Interstate  Commerce  Conmiission.  The  main 
points  of  the  opposing  contentions  will  be  presented  here,  and  their 
bearing  upon  the  general  problem  of  uniformity  will  be  shown. 

The  contentions  by  these  two  parties  are  best  presented  by  a 
copy  of  the  conditions  of  the  uniform  bill  of  lading  with  the 
suggested  changes. 

'  Hearings,  p.  loi,  testimony  of  H.  L.  Bond,  general  counsel  of  the  Baltimore  & 
Ohio  R.R. 
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The  demands  of  the  carriers  may  be  simmiarized  imder  seven 
heads:  (i)  relief  from  responsibility  for  discrepancies  in  weights  of 
certain  commodities,  such  as  "grain,  seeds,  or  other  commodities"; 

(2)  the  distinction  to  be  made  clearly  between  carrier  and  ware- 
houseman fimction,  with  a  corresponding  distinction  in  liability; 

(3)  the  use  of  open  cars,  due  either  to  ''general  custom,"  "nature 
of  property,"  or  order  of  shipper,  shall  entail  liability  only  for 
negligence  (except  in  case  of  fire) ;  (4)  the  amount  of  loss  or  damage 
is  to  be  computed  on  the  basis  of  actual  value  of  the  property  at 
the  place  and  time  of  receipt;  (5)  forty-eight  hours  after  arrival  and 
notice  to  consignee  is  a  reasonable  length  of  time  for  the  carrier 
liability  to  extend,  beyond  that  limit  care  of  the  goods  is  a  ware- 
housing function;  (6)  where  no  regular  freight  agent  is  located,  the 
goods  delivered  to  or  received  from  sidings,  wharves,  or  landings 
are  at  the  shipper's  or  consignee's  risk,  except  for  negligence  of 
carrier;  (7)  where  goods  are  carried  by  water  all  or  part  of  their 
journey,  unless  diverted  by  the  carrier,  they  entail  the  customary 
exemptions  from  liability,  as  on  ocean  commerce. 

The  shippers,  on  the  other  hand,  want  the  following  conditions: 
(i)  that  the  carrier's  liability  as  a  common  carrier  be  terminated 
only  "as  provided  by  law;"  (2)  that  property  not  usually  carried 
in  open  cars  shall  be  so  carried  when  the  shipper  orders  it,  at  the 
owner's  risk  for  damage  arising  as  a  direct  cause  of  being  so  shipped, 
if  the  carrier  has  used  reasonable  care;  but  that  loss  by  fire  holds 
the  carrier  as  fully  liable  as  if  the  goods  were  carried  in  dosed  cars; 
(3)  that  the  amount  of  loss  or  damage  to  property  shall  be  the  full 
actual  loss,  including  freight  diarges,  if  paid,  at  the  time  and  place 
of  loss  or  damage;  (4)  that  the  determination  of  the  time  when  the 
carrier,  having  transported  the  goods,  ceases  to  serve  in  that  func- 
tion and  becomes  a  warehouseman  shall  be  determined  by  the 
drcimtistances  of  the  case;  (5)  that  the  carrier  shall  be  held  con- 
tinuously to  full  liability,  even  though  the  goods  taravel  a  part  or 
all  of  the  way  by  water. 

These  are  the  opposing  contentions  over  the  conditions  of  the 
shipment  contract  in  the  straight  and  order  bills  of  lading.  They 
are  the  remaining  obstacles  to  the  desired  twofold  uniformity,  i.e., 
of  the  conditions  of  the  contract  and  of  the  law  of  biUs  of  lading,  so 
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far  as  the  two  kinds  are  concerned.  There  remain  other  questions 
on  the  export  bill  of  lading,  on  the  livestock  bill  of  lading,  and  on 
the  proposed  coal  bill  of  lading.  But  since  the  diflFerences  of  inter- 
ests in  those  bills  of  lading  must  be  settled  upon  the  same  principles 
that  underlie  the  adjustment  in  the  case  of  straight  and  order  bills, 
they  have  not  entered  into  this  discussion.' 

A  survey  of  this  clash  of  interests  will  reveal  the  broad  principles 
upon  which  adjustment  must  be  made.  The  compromise  that  is 
necessary  must  be  based  on  the  rule  of  reasonableness,  and  reason- 
ableness in  this  case  means  a  dear  imderstanding  of  functional 
service  and  a  fair  return  upon  that  service.  Back  of  the  whole 
controversy  is  the  consideration  that  the  bill  of  lading  is  a  special 
conti^ct  of  shipment,  whose  purpose  is  "to  modify  the  liability 
which  would  exist  at  common  law.''*  The  shipper  is  free  to  elect 
to  ship  imder  common  law  or  on  the  bill  of  lading.*  In  return  for 
the  limitation  of  liability  under  the  bill  of  lading  the  carriers  offer 
a  reduced  transportation  charge  of  10  per  cent  (formerly  20  per 
cent).  If  the  bill  of  lading  is  issued,  it  moves  imder  the  provisions 
of  the  Pomerene  law.  And  on  the  backgroimd  of  these  considera- 
tions the  contestants  have  appealed  to  the  Interstate  Commerce 
Commission  as  to  the  justness  and  reasonableness  of  their  claims. 

The  whole  case  seems  to  simmer  down  to  this:  (i)  Where  is  the 
point  in  the  process  of  transportation,  at  the  point  of  receipt,  in 
transitu^  and  at  destination,  that  the  common  carrier  serves  merely 
as  a  warehouseman  or  as  both  a  conmion  carrier  and  a  warehouse- 
man ?  (2)  Must  the  carrier  assume  the  full  liability  of  a  common 
carrier  and  a  warehouseman,  even  though  it  does  not  offer  the 
equipment  or  facilities  to  serve  in  both  capacities  ?  (3)  Shall  the 
ancient  custom  of  limited  liability  on  the  water  routes  be  abolished  ? 
(4)  Shall  the  "actual  value"  of  the  goods  lost  or  damaged  be 
determined  by  their  value  at  the  time  and  point  of  shipment  or  at 
the  time  and  point  of  loss  or  damage  ?  The  decision  of  the  Com- 
mission must  cover  these  points.  Their  pronoimcement  is  awaited 
with  much  interest  and  concern. 

'  The  contentions  on  these  commodity  bills  are  fully  set  forth  in  the  briefs  of  the 
carriers  and  shippers. 

» Carrier's  Brief,  p.  10.  J  Cf.  sec.  8,  Pomerene  Law. 
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This  survey  of  the  unifonn  bill  of  lading  question  has  shown  the 
development  of  the  movement  for  uniformity  and  the  progress 
that  has  been  made  in  it.  An  attempt  has  been  made  to  identify 
the  essential  issues  of  the  controversy,  to  show  how  far  adjustment 
has  been  achieved,  and  what  still  remains  for  adjudication.  The 
bill  of  lading  "as  a  piece  of  commercial  paper''  has  been  analyzed, 
and  its  functions  in  the  transportation  process  defined.  Certain 
vagueness  and  confusion  in  terminology  of  those  discussing  this 
important  commercial  document  has  been  examined. 

It  may  be  deduced  from  these  considerations  that  the  bill  of 
lading  can  never  become  a  negotiable  instrument  "ranking  on  a 
par  with  a  bill  of  exchange,'*  because  their  fimctions  are  diflFerent 
in  character  and  because  the  word  "  negotiability  "  cannot  be  applied 
in  the  same  sense  to  both  of  these  instruments.  Furthermore,  it 
seems  dear  that  three  different  functions  have  been  concentrated 
in  this  bill  of  lading — ^namely,  to  act  as  a  receipt,  as  a  contract,  and 
as  a  document  of  title  to  goods — and  that  the  movement  for 
uniformity,  by  extending  the  carrier's  liability,  has  added  a  fourth 
as  a  guaranty  of  the  shipper's  integrity  to  the  banker  and  the  con- 
signee. That  these  fimctions  are  merged  one  into  the  other  by 
practical  considerations  is  also  manifest.  Some  careful  thinking 
and  some  dear  reasoning  will  be  needed  to  disentangle  them. 
And  shooting  through  all  these  problems  is  the  practical  issue — 
traffic  must  move.  It  is  that  issue  which  sets  the  bill  of  lading  apart 
from  other  similar  documents,  such  as  deeds,  mortgages,  and  ware- 
house receipts,  important  as  they  are. 

And,  lastly,  this  discussion  has  revealed  the  great  importance 
attached  to  the  bill  of  lading  as  collateral  security.  Where  the  bill 
of  exchange,  with  documents  attached,  moves  "documents  against 
acceptance,"  the  bill  of  lading  assumes  transcending  importance; 
it  must  be  imquestionable  security.  This  is  true  in  both  domestic 
and  foreign  trade. 

This  piece  of  commerdal  paper,  issued  annually  to  an  extent 
that  represents  twenty-five  billion  dollars  worth  of  commodities,  is  a 
commercial  instrument  worthy  of  much  serious  consideration. 
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''The  bill  of  lading  is  an  instrument  for  facilitating  commerce,  the 
importance  of  which  is  not  generally  known."'  It  will  never  fully 
come  into  its  own  imtil  all  controversies  concerning  interpretation, 
responsibility,  and  liability  are  adjusted.  Toward  this  adjustment 
great  strides  have  been  made.  All  interested  parties  have  been 
heard;  the  evidence  is  in;  uniform  laws  are  being  adopted  in  one 
state  after  another;  the  "conditions"  alone  are  under  fire.  The 
decision  of  the  Interstate  Commerce  Commission  on  these  disputed 
points  is  due. 

C.  S.  Duncan 
Universitt  of  Chicago 

'  McPherson,  op,  cU.^  p.  190. 
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COMPENSATION.    II 

The  cost  of  medical  aid  evidently  depends  not  only  upon  the 
amount  required  but  also  upon  the  cost  per  unit,  and,  therefore, 
upon  the  method  of  organization  of  medical  aid.  Efforts  toward 
cheapening  medical  service  for  the  poorer  classes  are  not  unknown 
in  this  country.  Witness  the  growth  of  contract  medical  service 
for  industrial  establishments,  and  also  the  development  of  the  so- 
called  lodge  doctor.  In  the  related  field  of  social  insurance — 
namely,  sickness  insurance — ^very  material  cheapening  of  the  unit 
of  medical  service  has  been  accomplished  in  Europe  through 
thorough  organization.'  There  are  few  evidences  in  the  American 
compensation  laws  of  any  carefully  thought-out  plans  of  organiza- 
tion, but  efforts  to  limit  cost  are  many,  mainly  through  one  or  both 
•of  the  following  methods:  (a)  restriction  of  the  choice  of  physicians 
and  (b)  limitation  upon  the  cost  of  the  ph)rsician's  service  as 
distinct  from  restriction  of  the  amoimt  of  medical  service.  Of 
these  two  methods,  the  latter  represents  a  more  recent  development 
and  is  foimd  as  yet  in  comparatively  few  acts. 

By  implication  the  restriction  of  the  injured  employee's  right  of 
the  selection  of  a  physician  may  be  read  into  almost  every  one  of 
the  American  acts,  though  the  exact  language  of  the  law  by  which 
this  is  accomplished  is  subject  to  numberless  variations.  The 
statement  was  previously  made  that  the  experience  of  Continental 
Europe  did  not  exercise  any  influence  over  American  legislation. 
This  is  not  quite  accurate.  The  early  discussion  of  compensation 
contains  many  references  to  the  "dangers"  of  social  insurance. 
The  works  of  Friedensburg*  and  Bernhardt  achieved  for  a  time  a 

'  See  I.  G.  Gibbon,  Medical  Benefit  in  Germany  and  Denmark;  also  I.  M.  Rubinow, 
Standards  of  Health  Insurance,  New  York,  19 16. 

«  The  Practical  Results  of  Workingmen*s  Insurance  in  Germany,  by  Dr.  Ferdinand 
Friedensburg,  translated  from  the  German  by  L.  H.  Gray,  Ph.D.  (New  York),  1914. 

»  Undesirable  Results  of  German  Social  Insurance,  by  Professor  Ludwig  Bemhard, 
translated  by  H.  G.  Villard,  Workmen's  Compensation  Publicity  Bureau,  New  York, 
1914. 
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popularity  never  possessed  in  their  native  land.  The  most  extreme 
statements  were  made  r^;arding  the  dangers  of  malingering,'  and  a 
large  share  of  responsibility  was  placed  upon  the  medical  profession 
for  their  "  doctor's  graft '*  and  encouragement  of  fraud  and  malinger- 
ing. For  illustrations  of  the  last  feature,  the  experience  of  France 
was  largely  drawn  upon,*  where  the  abuse  of  the  free  choice  of 
physician  granted  by  the  law  to  the  injured  has  become  a  matter 
of  live  discussion. 

The  French  compensation  act  specifically  states  that  '^the 
injured  person  may  alwa3rs  choose  for  himself  his  physician  and  his 
pharmacist"  (Act  of  April  8,  1898,  Art.  4,  amended  by  the  Act  of 
March  3 1 ,  1905) .  The  danger  of  excessive  cost  of  this  arrangement 
is  met  by  a  strict  adherence  to  a  "fee  schedule,"  which  regulates 
the  physician's  charges.  As  to  the  efficiency  of  this  method, 
opinions  in  France  differ  sharply. 

Similar  specific  provisions  granting  freedom  of  choice  of  physi- 
cians to  the  injured  workmen  are  found  in  a  few  other  European 
acts.  Thus  the  Belgian  act  provides  that  "the  injured  person  shall 
have  the  choice  of  a  ph3rsician  and  druggist,"  except  where  "the 
employer  has  established  a  medical  and  pharmaceutical  service 
entirely  at  his  own  cost,"  or  "when  the  parties  have  agreed  by 
special  stipulation  in  the  labor  contract  to  have  the  service  estab- 
lished by  the  employer"  (Act  of  December  24,  1903,  Art.  s).^ 

In  most  other  coimtries,  however,  medical  benefits  are  largely 
administered  in  connection  with  the  compulsory  sickness  insurance, 
and  the  same  rules  apply  to  accidents  as  to  sickness;  the  rules  as 
to  the  freedom  of  choice  of  ph3rsician  by  the  patient  being  subject 
to  very  many  local  variations,  from  treatment  administered  by 

*T.  P.  Shennan,  Notes  an  Malingering  Under  Workmen's  Compensation  Laws 
(pamphlet).  Among  the  provisions  of  the  law  which  promote  malingering  is  men- 
tioned: ''a  provision  allowing  an  injured  workman  to  select  his  own  physician  and 
obligating  his  employer  to  pay  therefor."  Such  a  practice,  says  Mr.  Sherman, "  simply 
breeds  malingering  and  is  absolutely  inexcusable"  (p.  14). 

'  See  Workmen's  Insurance  in  France,  Holland,  and  Switzerland,  a  series  of  letters 
by  Harold  G.  Villard,  (reprinted  largely  from  the  New  York  Evening  Post,  19 13). 

i  For  a  convenient  reference  to  most  foreign  compensation  acts,  see  Twenty-fourth 
Annual  Report  of  the  (United  States)  Commissioner  of  Labor,  H  (Washington,  1911), 
Appendix,  pp.  2435-2726. 
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special  medical  officers  of  the  Sickness  Insurance  Fund  down  to  full 
liberty  of  choice  among  a  large  number  of  physicians  registered 
with  the  Sickness  Insurance  Fimd/  Finally,  in  some  coimtries,  as, 
for  instance,  in  Spain,  the  right  of  the  employer  to  select  the  physi- 
cian is  definitely  stated.  It  is  significant  that  not  in  a  single 
American  compensation  act  is  the  injured  employee  specifically 
granted  the  right  of  selecting  his  physician,^  though  in  some  acts 
the  language  is  so  indistinct  as  to  leave  the  question  open. 

Many  acts  simply  specify  the  obligation  of  the  employer  to 
furnish  ^'medical  and  hospital  services  and  medicines,^*  etc.,  thus 
creating  a  strong  presumption  that  medical  aid  must  be  furnished 
in  kind,  which  presupposes  the  employer's  right  to  select  the 
ph}rsician,  hospital,  etc.  (Hawaii,  Massachusetts  [old  act],  Maine, 
Michigan,  Rhode  Island,  Vermont).  Several  other  states 
strengthen  this  formula  by  the  phrase  "imless  the  employee  refuses 
to  allow  them  to  be  furnished  by  the  employer"  (New  Jersey, 
Louisiana,  Nebraska,  Pennsylvania),  imder  which  circumstances 
the  employer's  obligation  to  furnish  medical  aid  is  at  an  end.  The 
Illinois  act  makes  the  distinction  very  clear  by  the  statement  that 
the  employee  may  select  his  own  ph}^cian  or  hospital  at  his  own 
expense.  This  formula  is  also  followed  in  the  Canal  Zone  regula- 
tions. 

The  need  of  medical  aid  is  usually  urgent,  especially  so  in 
accidental  injuries.  The  right  to  receive  medical  aid  in  kind  is  not  a 
right  that  can  conveniently  be  satisfied  by  delayed  litigation.  The 
obvious  question  must  arise  as  to  the  rights  of  the  injured  workman 
in  case  the  employer  fails  to  comply  with  the  requirements  of  the 
law.  Where  the  early  laws  prevail,  which  have  failed  to  provide 
for  these  contingencies,  courts  and  industrial  commissions  are 
called  upon  to  lay  down  rules  of  action.  But  in  the  recent  acts 
some  provision  is  made. 

The  Calif omia  act  was  perhaps  the  first  to  state  definitely  that 
"in  case  of  his  [the  employer's]  neglect  or  refusal  seasonably  to  do 

*  See  I.  G.  Gibbon,  he,  cU, 

*  A  recent  amendment  in  Massachusetts  is  a  notable  exception.  See  ''Supple- 
mentaiy  Note''  concerning  legislation  n  191 7. 
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so,  the  employer  is  to  be  liable  for  the  reasonable  expense  incurred 
by  or  on  behalf  of  the  employee  in  providing  the  same."  Sub- 
stantially the  same  formula  is  foimd  in  the  acts  of  Connecticut, 
Maryland,  Minnesota,  Indiana,  Nevada,  New  York,  Oklahoma, 
Texas,  Wisconsin,  Pennsylvania.  The  legal  problem  as  to  what 
constitutes  the  failure  to  provide  medical  aid  is  foreseen  in  a  few 
acts.  The  Iowa  act  contains  the  phrase  "if  so  requested  by  the 
workman,  or  anyone  for  him,"  and  the  Pennsylvania  act  requires 
application  for  medical  aid  to  be  made  to  the  employer— phrases 
which  literally  interpreted  and  enforced  may  imder  certain  cir- 
cumstances furnish  to  the  employer  a  loophole  for  escaping  the 
cost  of  medical  aid.  That  other  reasons  besides  the  employer's  or 
insurer's  failure  to  provide  medical  aid  may  justify  the  selection 
of  the  physician  by  the  injured  or  by  his  kin  is  admitted  in  only 
one  act — the  Massachusetts  Amendment  of  1914  (Acts  of  1914, 
chap.  708,  sec.  i),  which  states  that  "where  in  a  case  of  emergency 
or  for  other  justifiable  cause  [italics  are  the  writers]  a  physician  other 
than  the  one  provided  by  the  association  [insurer]  is  called  in  to 
treat  the  injured  employee,  the  reasonable  cost  of  his  services  shall 
be  paid." 

In  several  states  in  which  the  mining  industry  predominates, 
hospital  fimds  have  achieved  considerable  development.  The  cost 
of  these  is  sometimes  borne  partly  by  employer  and  by  employee; 
more  frequently,  entirely  by  a  tax  upon  the  latter;  not  infrequently 
the  income  from  that  tax  exceeds  the  cost  of  the  medical  and  hospital 
service  provided  for,  and  yields  a  profit  to  the  employer.  The  acts 
of  Colorado,  Montana,  and  the  defimct  act  of  Kentucky  specifically 
authorize  the  retention  of  these  existing  arrangements  in  lieu  of  the 
medical  benefit  provided  by  the  compensation  act.  This  retention 
of  a  well-organized  system  of  medical  aid  would  be  very  desirable, 
if  it  were  accompanied  by  specific  provisions  that  the  cost  should 
be  borne  by  the  employer,  as  is  the  intent  of  compensation,  and  by 
some  requirements  as  to  supervision  over  the  quality  of  this  medical 
organization.  In  the  absence  of  such  conditions  the  burden  is 
partly  shifted  upon  the  wageworkers  themselves.  Specific  men- 
tion of  the  money  cost  of  medical  aid,  etc.  (instead  of  the  service 
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in  kind)  is  found  in  two  states  only — those  of  Ohio  and  West 
Virginia,  both  having  systems  of  monopolistic  state  insurance.' 
The  authorities  administering  the  state  insurance  f imds  are  required 
to  "disburse  and  pay  from  the  fxmd  for  such  injuries  such  amounts 
for  medical,  nurse,  and  hospital  services  and  medicines  as  it  may 
deem  proper"  (Ohio  formula,  only  slightly  modified  in  the  West 
Virginia  act).  In  neither  of  these  two  acts  is  any  authority 
specifically  given  to  provide  for  a  systematic  organization  of 
medical  aid.  Such  an  organization  is  authorized,  though  not 
required,  by  the  Oregon  act,  which  permits  the  administrative 
commission  to  "provide  ....  medical  and  surgical  attendance 
....  and  to  contract  therefor  in  its  discretion  ....  or" 
"authorize  employers  to  furnish  or  provide  at  the  expense  of  the 
Commission  •  .  •  .  such  ....  attendance." 

In  the  face  of  this  bewildering  variety  of  provisions,  require- 
ments, and  qualifying  conditions  certain  tendencies  manifest  them- 
selves in  the  acts  collectively,  and  still  more  in  their  application  as 
expressed  in  the  action  of  employers  and  insurers  and  rules  and 
decisions  of  commissions  and  courts.  These  tendencies  are  mainly 
two:  (i)  In  the  opinion  of  the  legislators,  it  seems  desirable  that 
the  employer  or  insurer  have  the  dioice  of  the  physician.  (2)  It  is 
inevitable,  nevertheless,  that  in  many  cases  that  right  be  left  to  the 
injured,  and  the  legal  requirement  be  met  in  money  and  not  in  kind. 

The  entire  problem  of  choice  of  physician  has  been  so  thoroughly 
discussed  in  Europe  that  the  arguments  for  and  against  the  em- 
ployer's retaining  the  right  have  dearly  cr)rstallized,  and  they  are 
equally  applicable  to  American  conditions:  On  one  hand,  it  is 
claimed  that: 

I.  The  employer  or  the  insurer  is  better  able  to  select  a  compe- 
tent physician.* 

*  At  least  in  theory  both  acts  pennit  self-insurance,  under  which  employers  may 
obtain  authority  to  remain  outside  of  the  state  insurance  system.  Most  of  these  "  self- 
insured  "  employers  in  West  Virginia  carry  insurance  with  private  casualty  companies. 
The  same  situation  obtained  in  Ohio  until  abolished  by  a  special  act,  prohibiting 
casualty  companies  from  reinsuring  "self-insureds.'' 

•  "  Inasmuch  as  the  selection  of  the  physician  is  wholly  in  the  hands  of  the  employer 
or  his  insurance  carrier,  the  nsk  of  falling  into  the  hands  of  a  quack  is  minimized" 
(California  lAdustrial  Acddent  Board,  First  Report,  1913,  p.  13). 
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2.  The  employer  or  the  insurer,  bemg  required  to  bear  the  cost 
of  medical  aid,  should  be  given  the  opportunity  to  reduce  that  cost 
by  making  the  best  terms  possible  with  the  physician. 

3.  The  employer  (or  insurer  for  the  same)  is  entitled  to  retain 
supervision  over  the  injured's  condition,  which  is  most  easily 
accomplished  by  leaving  the  choice  of  ph)rsician  to  him. 

4.  The  physician  selected  by  the  injured  employee  may  be 
tempted  to  promote  malingering  and  prolong  unnecessary  treat- 
ment, thus  increasing  cost  of  compensation  in  a  double  way. 

On  the  other  hand: 

1.  The  relation  between  physician  and  patient  is  personal,  based 
upon  confidence,  and  best  results  will  be  obtained  by  the  injured 
(or  his  kin)  selecting  the  physician. 

2.  The  employer's  ph3^cian  may  be  imduly  influenced  to 
restrict  the  period  of  disability  and  reqxiire  premature  return  to 
work,  so  as  to  reduce  the  cost  of  compensation. 

3.  The  employer's  physician  combines  the  duty  of  a  medical 
attendant  with  those  of  a  supervising  official,  devoted  to  the 
interests  of  the  opposite  party.  This  creates  a  relation  not  con- 
ducive to  the  best  professional  results. 

4.  (This  perhaps  is  less  an  outspoken  argument  than  a  silent 
cause  of  effort  in  favor  of  preserving  the  injured  workman's  right 
to  choice  of  his  physician.)  It  is  claimed  that  the  shifting  of  this 
right  to  the  employer  will  concentrate  the  entire  medical  and  sur- 
gical work  in  connection  with  accidents  in  the  hands  of  a  few  physi- 
cians, possibly  on  a  contract  basis,  and  deprive  the  medical 
profession  at  large  of  a  substantial  portion  of  their  practice. 

Common  fairness  requires  the  admission  that  there  is  a  certain 
amount  of  weight  and  equity  in  every  one  of  these  argimienta  on 
either  side.  The  real  issue  is  ad  to  their  comparative  importance 
in  the  final  selection  of  one  uniform  system,  if  such  uniformity  is 
possible. 

Needless  to  say,  no  such  uniformity  exists.  While  almost  all 
the  acts,  by  direct  legal  statement  or  by  inference,  give  to  the 
employer  the  right  of  selection,  the  necessity  for  exception  in  certain 
cases  has  become  obvious.  The  employer  may  fail  to  comply 
promptly  with  the  legal  reqxiirement,  and  the  injured's  private 
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physician  must  be  called  in.  We  have  already  indicated  that  in 
several  acts  this  special  contingency  is  provided  for.  Opinions 
as  to  what  is  prompt  service  will  diflfer.  Anxiety  of  the  injured 
workman  or  among  the  members  of  his  family  may  cause  application 
to  a  physician  before  the  employer's  physician  arrives.  Shall 
change  in  medical  attendants  be  insisted  upon  ?  In  regard  to  this 
very  practical  problem  numerous  decisions  by  various  boards  and 
commissions  have  been  made,  usually  in  favor  of  the  injured 
workman.  The  California  Board  ruled'  that  a  request  for  treat- 
ment by  an  employee  is  unnecessary,  that  knowledge  of  injury  is 
sufficient,  and  failure  to  provide  aid  charges  the  employer  with  the 
reasonable  expense  incurred  by  the  employee.  A  similar  decision 
was  rendered  by  the  Connecticut  commissioners,  who  further  said 
that  a  foreman's  offer  to  dress  the  wound  does  not  constitute  a  legal 
ofifer  of  medical  aid.*  The  question  of  neglect  was  considered  in  a 
California  case  in  which  the  insurance  company's  physician  called 
on  the  injured  on  Tuesday,  and  not  again  imtil  Friday.  Mean- 
while another  physician  was  called  in  by  the  injured.  It  was  ruled 
that  the  insurer  is  not  justified  in  delaying  medical  treatment,  that 
the  interval  between  Tuesday  and  Friday  constituted  such  a  delay, 
and  the  insurer  was  ordered  to  pay  the  bill  of  the  private  physician.^ 
On  the  other  hand,  in  a  case  where  the  injured  employed  his  own 
physician,  and  when  the  insurance  company  sent  its  physician 
four  days  after  the  injury  refused  his  services,  the  bill  of  the  attend- 
ing ph)rsidan  was  ordered  paid  only  up  to  the  time  of  the  ofifer  of 
medical  aid.^  In  this  case  it  was  not  considered  unreasonable  to  ask 
the  injured  to  change  physicians.  Such  a  change,  according  to  the 
ruling  of  the  same  board,  must  be  made,  if  at  all,  by  the  time  it  is 
necessary  to  change  the  first-aid  dressing  to  a  permanent  course  of 
treatment.^    This,  however,  is  modified  by  a  previous  ruling  to  the 

*  Edward  Frother  v.  Cornelius  Griffin j  April  lo,  19 15;  also  Annie  E.  Gardiner  v. 
Stale  of  California  Printing  Office. 

» William  Gregory  v.  MerrU  Company  (Conn.,  October  5, 1914). 

s  S.  Jameson  v.  W,  E,  Bush  and  Maryland  Casualty  Company  (Cal.,  November  16, 
1914). 

4  C.  Robertson  v.  Panama  Trust  Co.  and  New  England  Casualty  Co.  (Cal.,  Septem- 
ber 28,  1914). 

«£.  B.  Beer  v.  E.  Hotchkiss  and  Royal  Indemnity  Co,  (Cal.,  January  27,  1915). 
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effect  that,  if  the  injured  employee's  physician  be  forced  at  the 
beginning  of  the  treatment  to  perform  a  "capital  operation,  it  is 
improper  to  require  him  to  change  his  physician  immediately  after 
that,  and  the  physician  selected  by  the  employee  is  entitled  to  full 
payment."*  If  the  employer  agree  that  the  injured  workman 
select  his  own  physician,  the  insurance  company  cannot  waive 
liability  for  the  medical  bill  by  sending  its  own  physician.* 

Again,  what  constitutes  a  bona  fide  offer  to  furnish  medical 
attendance  ?  Posting  a  printed  notice  with  the  names  of  physicians 
does  not  in  Massachusetts,  especially  when  the  injured  is  an  illiterate 
foreigner  who  does  not  understand  English.^  Where,  however,  a 
bona  fide  offer  of  medical  services  was  made  by  the  employer  or  the 
insurer  and  was  arbitrarily  refused  by  the  injured  because  of  a 
preference  for  a  physician  of  his  own  choice,  many  boards  have 
denied  the  claim  for  payment  of  medical  bills.* 

The  leaning  of  many  industrial  boards  toward  free  choice  of  the 
physician  is  significant.  As  stated  by  the  chairman  of  the  Massa- 
chusetts Industrial  Accident  Board,  though  "imder  this  act  neither 
the  injured  man  nor  the  employer  has  any  right  whatever  to  select 
his  own  ph)rsician;  that  is  the  exclusive  duty  and  right  of  the 
insurance  company"  (the  Massachusetts  act  being  a  compulsory 
insurance  act),  nevertheless,  "by  the  co-operation  of  the  Industrial 
Accident  Board,  and  the  various  insurance  companies  insuring 
employers  throughout  the  Commonwealth,  we  have  a  working 
agreement  with  them  that  has  not  the  force  nor  the  operation  of  the 
law.  They  have  allowed  injured  employees  to  select  their  own 
physicians  and,  so  far  as  I  know,  in  the  great  majority  of  cases  that 
working  agreement  is  being  carried  out  in  good  faith.  "^  The 
Massachusetts  Board  went  even  farther  and  in  its  first  report 

» Fred  MaUeoni  v.  Roberts  and  Clark  and  Pacific  Coast  Casualty  Co.  (Cal.,  Septem- 
ber 23, 1914). 

'  L,  B.  Taylor  v.  Kissel  Kar  Branch  and  Massachusetts  Bonding  &  Insurance  Co, 
(Cal.,  September  3, 1914). 

>  Panasunk  v.  American  Mutual  Liability  &r  Insurance  Co.  before  the  Supreme 
Judicial  Court  of  Massachusetts,  Suffolk  (105  Northwestern,  368,  May  21, 1914). 

<  City  of  Milwaukee  v.  Miller,  144  Northwestern,  188  (Wis.,  October  28, 1913). 

s  Massachusetts  Industrial  Accident  Board,  BulleHn  No.  4,  April,  1913.  "Med- 
ical Services  under  the  Workmen's  Compensation  Act,"  pp.  5-6. 
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specifically  recommended  the  amendment  of  the  act  ''so  as  to 
reserve  to  the  injured  employee  his  right  to  engage  his  own  physician 
is  he  so  desires.'"  While  the  legislature  did  not  agree  to  go  so  far, 
probably  out  of  fear  of  the  organized  employers'  interests,  provision 
was  made  for  the  payment  of  the  injured  workman's  private  physi- 
cian, when  called  in  "in  case  of  emergency  or  for  other  justifiable 
cause,"  subject  to  the  approval  of  the  Board  and  provided  the 
charge  for  services  is  reasonable.'  How  broadly  this  clause 
concerning  "justifiable  cause"  is  interpreted  is  indicated  by  the 
statement  of  the  Board  early  in  1913^  that  it  "will  approve  reason- 
able bills  where  services  were  rendered  by  a  ph)rsician  selected  either 
by  the  employee  or  employer,"  because  of  sufficient  reasons  growing 
out  of  the  nature  of  the  injury,  personal  dislike  of  the  doctor,  or 
upon  other  grounds. 

Again,  in  CaUfomia  the  Industrial  Accident  Commission  permits 
free  choice  of  physician,  as  far  as  this  lies  within  its  jurisdiction — 
namely,  "in  its  administration  of  the  State  Compensation  Insur- 
ance Fund  it  has  deemed  it  expedient  to  accept  the  services  of  any 
licensed  practitioner  of  medicine  and  surgery  unless  his  services 
are  known  to  be  without  value.  The  Commission  does  not  believe 
that  the  fimd,  as  a  state  organization,  may  exact  the  services  of 
any  certain  group  of  doctors.*  There  is  a  very  satisfactory  imder- 
standing  between  the  medical  profession  generally  and  the 
Industrial  Accident  Conunission." 

Finally,  in  Ohio  the  matter  has  been  very  definitely  decided  in 
favor  of  absolute  freedom  of  the  employee's  choice.  In  the  Com- 
mission's opinion  "  the  law  implied  specifically  that  all  awards  were 
to  be  paid  to  the  injured  workman.  This  impliedly  respects  the 
right  of  the  workingman  to  select  his  attending  physician."* 
Accordingly  the  first  of  "the  rules  of  the  Industrial  Commission 
of  Ohio,  governing  procediure  with  respect  to  claims  for  medical 

*  Massachusetts  Industrial  Accident  Board,  First  Annual  Report,  1912-13,  p.  41. 
« Acts  of  1914,  chap.  708,  sec.  i. 

<  Massachusetts  Industrial  Accident  Board,  Bulletin  No,  2  (January  19 13),  p.  11. 

^California  Industrial  Accident  Commission  Report,  January  i,  1913 — June  30, 
1914,  p.  17. 

<  Bulletin  of  the  Industrial  Commission  of  Ohio,  I  (November  5,  October,  1914),  21. 
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expenses  against  the  State  Insurance  Fund,"  adopted  October  i, 
1914  reads:  '^Each  injured  employee  shall  have  the  right  to  select 
any  physician  he  may  desire  to  treat  his  injuries.'" 

Indirectly  the  same  situation,  or  a  tendency  in  that  direction, 
may  be  observed  in  other  states.  How  else  can  the  nimtierous 
provisions  concerning  regulation  of  medical  fees  by  the  administra- 
tive authorities  (to  be  referred  to  presently)  be  explained  ?  For  if 
the  employer  or  the  insurance  carrier  who  is  to  pay  for  the  medical 
aid  were  to  have  the  exclusive  right  to  select  the  physician,  then 
he  would  be  in  a  position  to  agree  in  advance  as  to  proper  medical 
charge,  and  disputes  should  not  arise.  The  situation  evidently  is 
different  when  the  person  employing  the  physician  and  the  person 
responsible  for  the  fee  are  different  parties.  How  much  uncertainty 
there  is  in  the  law  on  this  subject  the  following  language  of  the 
Rhode  Island  act  aptly  illustrates.  "Section  5.  During  the  first 
two  weeks  after  the  injury  the  employer  shall  furnish  medical  and 
hospital  services  and  medicines  when  they  are  needed,  the  amount 
of  the  charge  for  such  services  to  be  fixed,  in  case  of  the  failure  of 
the  employer  and  employee  to  agree,  by  the  superior  court."* 

The  reference  to  "services"  would  indicate  that  medical  aid  be 
furnished  in  kind,  the  employer  selecting  the  physician,  but  the 
provision  for  disagreements  between  employer  and  employee 
presupposes  that  the  employer  makes  money  payments  to  the 
employee,  the  latter  hiring  his  own  medical  attendant. 

As  a  matter  of  fact,  the  situation  lies  not  so  much  in  the  hands 
of  the  employer  as  in  the  control  of  the  insurance  carriers.  Whether 
there  is  compulsory  insurance  or  not,  the  vast  majority  of  employers 
carry  compensation  insurance.  The  insurance  carrier  meets  the 
medical  bill.  Practices  of  different  companies  differ,  and  even  the 
same  company  may  in  certain  localities  make  definite  arrangements 
with  certain  ph}^cians  and  in  other  localities  let  the  cases  be 
handled  in  the  way  of  private  practice.  In  this  way  the  situation  is 
somewhat  modified.  Needless  to  say,  the  company's  representative 
cannot  be  on  the  spot  when  an  accident  occurs.  KDonunissions  and 
courts  have  shown  a  disinclination  to  enforce  a  change  of  physicians. 

*/wa.,p.3i. 

*  The  Maine  act  contains  almost  identically  the  same  provision. 
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Serious  cases  are  taken  to  hospitals,  making  such  change  impossible. 
The  practical  question  for  the  insurance  company  is  whether  it 
should  insist  upon  the  employer's  right  of  choice  or  leave  it  to  the 
employee,  neither  of  the  two  being  financially  responsible  for  the 
contract  they  might  make.  In  this  aspect  of  the  situation  there  is 
not  much  enthusiasm  for  the  employer's  right  of  choice,  because 
the  rich  man's  doctor  is  likely  to  be  also  the  more  expensive  doctor.' 

This  practical  development  of  the  injured  employee's  freedom  of 
choice  has  emphasized,  in  the  opinion  of  the  insurers,  the  danger  of 
excessive  medical  charges.  Several  compensation  acts,  especially 
the  later  ones,  make  special  provision  against  it.  Of  course  the 
money  limits  to  the  amoimt  of  medical  aid  to  be  furnished,  espe- 
cially when  foimd  side  by  side  with  the  time  limits,  are  really  due 
to  the  same  consideration.  The  assumption  in  the  mind  of  the 
legislators  is  that  the  money  limits  will  not  further  cut  down  the 
amount  of  medical  aid,  but  the  size  of  the  medical  biU.^  Again,  this 
principle  might  result  in  glaring  injustice  if  the  employer  and  not 
the  employee  chooses  the  physician.  Supposing  the  physician  so 
selected  is  a  high-priced  one  and  absorbs  the  maximum  fee  allowed 
by  the  law  before  the  time  limit  is  expired.  Is  the  injured  person 
to  be  deprived  of  his  legal  share  of  medical  aid  because  the  employer 
wouldn't  or  couldn't  strike  as  good  a  bargain  with  the  doctor 
as  he  might  have  himself  ?  As  far  as  the  writer  knows,  there  have 
been  no  decisions  on  this  subject,  though  a  very  interesting  legal 
point  is  involved. 

A  good  many  acts  (especially  those  more  recently  enacted) 
endeavor  to  keep  down  the  size  of  medical  bills  by  definite  pro- 
visions. Massachusetts,  California,  and  Texas  provide  that  the 
employer  or  insurer  is  only  responsible  for  the  reasonable  cost  of 

*  In  reply  to  an  inquiry  from  the  joint  committee  of  the  A.  F.  of  L.  and  N.  C.  F. 
one  casualty  company  writes:  ''This  company  has  never  favored  the  doctor's  contract 
whereby  a  company  furnishes  a  doctor  for  every  distinctive  case.  It  uniformly 
permitted  the  employer  or  the  injured  employee  to  select  his  own  doctor  and  finds  that 
has  proven  the  most  satisfactory  way  to  handle  the  matter."  (^4.  F.  ofL,  and  N.  C.  F. 
Report,  etc.,  p.  32). 

*  Practical  insurance  men,  however,  have  often  doubted  the  wisdom  of  these 
money  limits,  fearing  these  might  have  a  directly  opposite  effect  of  establishing  a 
"normal  standard,''  to  which  doctors'  fees  may  be  adjusted  upward. 
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medical  aid.  In  Maryland,  New  York,  Oklahoma,  Oregon,  and 
Wisconsin  the  charges  for  medical  treatment  are  subject  to  control 
by  the  administrative  commission.  In  Maine  the  commission  fixes 
the  amoimt  in  case  of  disagreement  between  employer  and  em- 
ployee, and  in  Minnesota  and  Rhode  Island  the  same  power,  in  the 
absence  of  a  conmiission,  is  given  to  the  courts;  in  West  Virginia 
and  Ohio  (State  Insurance  acts)  the  Commission  itself  determines 
the  amount  of  medical  fees  due  for  the  treatment,  while  in  a  niunber 
of  states  (Connecticut,  Hawaii,  Maryland,  Minnesota,  New  York, 
Oklahoma,  and  Vermont)  the  obligations  of  the  employer  or 
employee  are  "limited  to  such  charges  as  prevail  in  the  same  com- 
munity for  similar  treatment  of  injured  persons  of  a  like  standard  of 
living,  when  such  treatment  is  paid  for  by  the  injured  person."* 

In  compliance  with  this  tendency  commissions  of  several  states 
(New  York,  Ohio,  California,  etc.)  have  adopted  and  published 
so-called  "medical-fee  schedules,"  definite  standards  of  payment 
for  certain  injuries  or  certain  services,*  which  are  either  compulsory 
or  only  suggestive  in  character. 

These  schedules  are  too  extensive  to  be  printed  here  in  full.  The 
amoimts  allowed  for  certain  operations  are  very  much  smaller 
than  the  prosperous  American  middle  class  is  wont  to  pay,  even 
smaller  than  the  poorer  American  is  forced  to  pay  if  he  has  moral 
scruples  or  aesthetic  objections  against  becoming  an  object  of 
medical  charity.  Few  self-respecting  surgeons  of  any  standing  will 
agree  to  perform  a  laparotomy  (operation  necessitating  opening  of 
abdominal  cavity)  for  $50,  or  amputate  a  leg  for  $25.  This  fee, 
moreover,  is  inclusive  of  all  after-treatment,  according  to  the  New 
York  schedule,  while  in  Ohio  separate  fees  are  allowed  for  the  latter. 

*  No  references  to  the  cost  of  medical  aid  are  contained  in  the  acts  of  the  Canal 
Zone,  Colorado,  Illinois,  Indiana,  Iowa,  Kentucky,  Louisiana,  Michigan,  Montana, 
Nebraska,  New  Jersey. 

«  For  the  Ohio  schedule  or  "Fee  Bill,"  see  Ohio  Industrial  Commission  BulleUn, 
October  19 14,  pp.  24-25.  The  New  York  "Fee  Bill"  is  printed  in  the  same  Bulletin, 
p.  29;  see  also  California  Industrial  Accident  Commission  Report,  January  i,  1913^ 
June  30, 19 14,  p.  17.  A  very  interesting  comparison  of  the  medical-fee  bills  proposed 
in  the  states  of  New  York,  California,  Oregon,  Ohio,  and  West  Virginia  is  to  be  foimd 
in  the  American  Medical  Association  Bulletin,  Vol.  X  (May  15,  1915)1  No.  s,  pp. 
384-87.  It  is  interesting  to  observe  that  there  is  much  more  imiformity  between  these 
different  fee  schedules  than  exists  between  scales  of  compensation  of  the  injured 
workmen. 
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Such  fee  schedules  are  operative  in  few  states.  Their  enforce- 
ment requires  energetic  action  on  the  part  of  the  Commission, 
conferences  with  the  medical  profession,  and  various  compro- 
mises. In  Massachusetts  the  acceptance  of  the  principle  of 
moderate  fees  was  accomplished  by  the  extra  legal  promise  to 
grant  the  injured  workman  the  right  of  full  choice  of  physician. 
In  Ohio  there  was  said  to  be  an  implied  threat  by  the  Commission 
of  establishing  a  state  medical  service.  And  of  course  in  those 
states  where  specific  authority  was  conferred  upon  the  Commission 
to  pass  upon  the  reasonableness  of  medical  bills  this  contains  ample 
power  to  enforce  a  fee  bill. 

Wherever  accepted,  the  fee  bills  did  not  fail  to  call  forth  ener- 
getic protests  from  the  medical  profession.'  Even  when  the  fee 
bills  were  worked  out  in  consultation  with  representatives  from 
medical  organizations  individual  members  of  the  profession  were 
frequently  dissatisfied.  The  medical  profession  was  indined  to 
resent  the  implication  that  it  was  not  a  true  judge  of  the  reasonable^ 
ness  of  the  medical  bill.  In  one  such  criticism,  quoted  by  the  Ohio 
Commission,  a  president  of  a  large  medical  society  in  Ohio  states 
that  in  pronoimcing  doctors'  bills  to  be  exorbitant  the  Commission 
adds  insult  to  injury,  "that  never  in  the  history  of  the  world  was 
there  a  more  autocratic  law  ....  and  its  application  is  an  insult 
to  the  medical  profession,"  and  that  "the  Commission's  action 
places  the  phsrsidan's  fees  upon  a  lower  level  than  has  ever  been 
known  before."* 

The  Commission  denies  that  this  represents  the  general  attitude 
of  the  medical  profession.  Yet  the  very  issue  of  the  Bulletin 
quoted,  of  some  40,000  words,  addressed  to  the  medical  profession 
and  containing  a  very  urgent  plea  in  defense  of  the  Commission's 

'  The  Commission  has  approved  a  fee  schedule  which  is  conaderably  lower  than 
the  average  fee  charged  for  similar  work  in  private  practice.  This  at  first  met  with 
very  considerable  opposition  on  the  part  of  the  profession.  ....  The  matter  was 

taken  up  before  the  Medical  Society  of  the  State  of  California  in  April  19 14 

The  fee  schedule  was  adopted.  Since  that  time  the  Commission  ....  has  secured 
an  understanding  ....  and  the  great  majority  of  the  County  Medical  Society  units 
have  subscribed  to  the  arrangements  (California  Industrial  Accident  Commission, 
First  Reparty  1914,  p.  18). 

'  Ohio  Industrial  Commission  Bulletin,  Vol.  I  (November  5,  October,  1914)* 
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attitude  to  the  medical  profession,  the  effort  to  set  forth  various 
evidences  in  support  of  the  claim  that  the  Ohio  physicians  receive 
more  money  for  their  compensation  work  than  tiiose  of  any  other 
state — all  this  is  eloquent  evidence  that,  notwithstanding  all  the 
supposed  liberality  of  the  Ohio  Commission,  the  medical  profession 
of  the  state  was  not  easily  satisfied.  In  New  York  the  fee  bill 
prepared  by  insurance  companies  was  accepted  by  a  special  com- 
pensation committee  of  the  state  Medical  Society  and  by  the  state 
Compensation  Conmiission  as  a  fair  estimate  of  proper  fees.  It 
was  agreed  that  for  one  year  it  would  present  a  fair  basis  for  trial. 
It  had  no  binding  force  upon  any  physician  who  did  not  individually 
sign  an  agreement  with  an  insurance  company.  Nevertheless, 
it  very  soon  became  evident  that  it  was  objectionable  to  the 
majority  of  the  profession,  because  the  insurance  companies  inter- 
preted it  "a  maximum  fee  bill,  not  a  minimum  fee  bill"  (Sic  I)  and 
it  was  repudiated  by  the  Medical  Society  of  the  state  in  the  spring 
of  1915/  Undoubtedly  enough  physicians  may  be  found  willing 
to  undertake  the  work  at  the  rates  indicated,  because  the  range  of 
variations  in  the  rate  of  remuneration  for  medical  work  is  very 
great,  but  it  is  probable  that  the  more  expert  practitioners  in 
private  practice  do  not  as  a  rule  court  compensation  work  at  the 
"fee-bill"  rate. 

The  size  and  importance  of  the  medical  profession  and  the  great 
importance  of  the  physician's  part  in  any  plan  of  health  insurance 
make  the  problem  of  the  medical  bill  a  social  problem,  irrespective 
of  the  business  aspects  as  far  as  the  medical  profession  itself  is 
concerned. 

In  arguing  in  favor  of  a  reduced  and  more  or  less  uniform  scale 
of  compensation  for  the  physician's  work,  many  commissions 
pointed  out  that  the  basis  of  payment  in  private  practice  among  the 
middle  class  is  inapplicable.  In  the  language  of  the  Ohio  Com- 
mission,- the  medical  fees  must  be  considered  "on  an  industrial 
accident  basis."*  The  legal  formula  for  the  same  point  of  view  is 
"such  charges  as  prevail  in  the  same  community  for  similar  treat- 
ment of  injured  persons  of  a  like  standard  of  living,  when  such 

'  American  Medical  Association  BuUdin,  May  15, 1915,  p.  388. 
*  Ohio  Industrial  Commission  Bulletin,  October,  1914,  p.  15. 
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treatment  is  paid  for  by  the  injured  person."  Almost  invariably, 
unless  paid  for  by  the  employer  or  the  casualty  company  imder 
liability  conditions,  the  injured  person  was  treated  in  the  hospital 
as  a  charity  patient.  This  fact — that  physicians  were  forced  to 
give  a  great  deal  of  service  gratuitously— is  quoted  by  the  various 
commissions  in  defence  of  a  moderate  fee  imder  compensation  con- 
ditions.* Of  course  the  standards  of  medical  fees  adopted  appear 
so  small  largely  because  the  comparison  is  made  with  medical  fees 
in  middle-class  private  practice,  rather  than  with  the  income  that 
could  be  derived  directiy  from  the  wageworkers  for  surgical  work. 
The  nominally  liberal  standards  of  fees  for  surgical  and  expert 
special  work  in  this  coimtry  obscure  the  fact  that  the  average  income 
of  the  medical  profession  is  a  very  modest  one.  The  number  of 
large  incomes  in  the  profession  is  small.  The  loss  of  time  because 
of  competitive  conditions,  the  infrequency  of  the  fees,  and  the 
necessity  of  performing  a  large  amoimt  of  labor  gratuitously,  either 
for  the  sake  of  experience  or  for  its  advertising  value,  are  factors 
which  substantially  depress  the  average  income  of  the  physician. 
The  few  exceptional  incomes  have  blinded  many  members  of  the 
medical  profession  to  the  fact  that  for  the  majority  of  its  member- 
ship the  old  conditions  of  private  practice  among  the  workingmen 
are  of  doubtful  economic  value.  Proper  organization  would  permit 
the  furnishing  of  very  expert  service  at  a  very  much  lower  unit  cost. 
Economy  of  cost,  moreover,  is  not  the  only  consideration.  The 
quality  of  service  administered  at  present  by  physicians  of  all 
degrees  of  efficiency  is  by  far  not  as  high  as  it  ought  to  be.  One 
evidence  of  it  may  be  found  in  the  frequency  of  infections,  to  which 
many  state  conunissions  have  called  attention.  Says  the  Cali- 
fornia Industrial  Accident  Conunission  in  an  early  report:  "A 
glance  at  the  list  of  infections  would  indicate  that  either  the 
employee  is  negligent  or  else  does  not  receive  proper  care.  Several 
amputations  have  been  made  because  of  improper  care,  and  they 
have  been  always  proven  more  expensive  in  the  long  run  than  if 
the  very  best  and  most  expensive  aid  had  been  secured  at  the 

*  Medical  men  can  the  more  readily  co-operate  with  us  because,  whereas  they  have 
heretofore  been  required  to  treat  many  cases  gratuitously,  hereafter  they  will  be  paid 
in  all  cases,  but  upon  a  somewhat  modified  schedule  of  charges  (California  Industrial 
Accident  Board,  First  Report,  19 13,  p.  13). 
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beginning.    There  are  two  cases  on  record  where  men  died  as  the 
result  of  a  sliver  wound  resulting  in  infection."' 

The  Wisconsin  Commission  foimd  the  matter  of  sufficient 
importance  to  issue  a  special  bulletin  devoted  to  it.^  The  following 
data  quoted  in  the  BuUetin  indicate  the  serious  nature  of  the  prob- 
lem. 

Of  the  total  number  of  accidents  reported  from  September  i,  191 1,  to 
September,  1913,  721,  or  4.8  per  cent,  resulted  in  infection  of  the  injured 
members.  The  accidents  themselves  were,  with  few  exceptions,  trivial  and 
would  have  resulted  in  but  very  few  days  of  disability  each  if  properly  treated. 
As  it  was,  over  1 2,500  working  da3rs  were  lost,  or  an  average  of  1 7  da3rs  per  case. 
In  5  cases  the  injury  became  so  serious  that  the  patient  died.  In  4  other  cases 
the  injured  members  had  to  be  amputated  to  save  the  patient's  life.  Another 
case  resulted  in  permanent  stiffness  of  the  injured  person's  entire  body. 

While  a  certain  number  of  infections  may  have  been  unavoid- 
able, it  is  hard  to  escape  the  suspicion  that  medical  aid,  admin- 
istered, as  it  is,  in  a  haphazard  fashion,  was  far  from  being  always 
satisfactory.  Neither  the  injured  employee  nor  the  employer 
alwa}rs  appreciates  the  necessity  for  prompt  and  efficient  medical 
aid,  and  the  medical  service  obtained  is  not  alwa)rs  of  the  best.  As 
stated  blimtly  by  the  California  Commission,  "either  the  employee 
is  negligent  or  else  he  does  not  receive  proper  care."^  Of  course  the 
situation  must  be  still  worse  if  no  medical  aid  is  given. 

In  view  of  the  total  absence  of  the  medical  benefit  in  the  Wash- 
ington act,  we  are  not  surprised  to  read  in  one  of  the  reports  of  the 
Industrial  Insurance  Department  of  that  state:  "We  have  a  great 
many  bad  results,  even  partial  permanent  disabilities  and  some 
deaths  as  a  result  of  neglect  by  the  claimant  not  giving  proper  care 
to  some  trivial  injury."^  In  one  year  in  that  one  Estate  there  were 
recorded  650  cases  of  infection;  the  total  time  loss  in  these  cases 
was  over  13,500  days,  and  the  total  cost  was  $21,128.* 

*  California  Industrial  Accident  Commission  Report,  19 13-14,  p.  66. 

'  Wisconsin  Bulletin  of  the  Industrial  Commission,  Vol.  2m  (November  11, 19 13), 
"Infections  and  Their  Prevention." 
J  California  Report,  1914,  p.  66. 

*  Second  Annual  Report  of  the  Washington  Industrial  Insurance  Department,  19 13, 
p.  63. 

s  Industrial  Insurance  Department,  Second  Annual  Report,  19x3,  p.  52. 


Digitized  by 


Google 


720  JOURNAL  OF  POUTICAL  ECONOMY 

Infections,  especially  if  delayed,  arising  while  medical  treatment 
is  being  given,  may  serve  in  some  cases  as  evidence  of  inefficient 
medical  aid.  But  there  may  be  other  shortcomings  of  the  system 
of  medical  aid,  less  obvious  though  equally  grave  in  their  results, 
and  these  deal  with  the  important  group  of  accidents  resulting  in 
permanent  disability. 

As  is  shown  by  the  Standard  Accident  Table  (or  by  any  careful 
accident  statistics^  whether  in  this  coimtry  or  in  Europe),  the  vast 
majority  of  accidents  result  in  temporary  disability  only,  and 
recovery  is  complete.  Experience  in  Massachusetts  shows  that 
some  40  per  cent  of  all  accidents  reported  cause  no  loss  of  time  or  a 
loss  of  not  over  i  day.  Though  these  trivial  accidents  are  elim- 
inated in  the  writer's  Standard  Accident  Table,  some  94  per  cent 
of  the  accidents  in  that  table  are  of  that  temporary  character  only. 
But  the  gravest  problems  are  created  by  the  remaining  6  per  cent, 
and,  excepting  the  fatal  accidents,  amounting  to  about  i  per  cent, 
the  s  per  cent  (4,875  per  100,000,  according  to  the  Standard  Table) 
of  cases  of  permanent  disability.  According  to  the  New  York 
act's  scale  of  compensation,  the  average  cost  of  a  case  of  permanent 
disability  would  appear  to  be  equal  to  about  124  weeks'  wages,  and 
that  of  a  case  of  temporary  disability  to  two-thirds  of  a  week's 
wages,  so  that  the  cost  of  a  case  of  permanent  disability  would  be 
equal  to  that  of  186  temporary  cases,  and  the  (comparatively)  high 
cost  of  compensation  insurance  in  the  state  of  New  York  is  due 
entirely  to  these  cases. 

Permanent  disability  is  seldom  absolute  and  total.  In  the 
Standard  Accident  Table  only  133  cases  per  100,000  accidents  were 
assxmied;  and  in  the  light  of  our  short  experience  it  would  seem  as 
if  our  strict  interpretation  of  the  term  "  total  permanent  disability"' 
would  result  in  a  still  smaller  nimiber  of  cases  of  this  character.  In 
cases  technically  known  as  partial  permanent  disability  the  question 
of  the  quickest  and  most  complete  restitution  of  earning  capacity 
becomes  one  of  great  economic  and  social  importance. 

These  cases  may  be  divided  largely  into  two  groups,  both  on 

surgical  groimds  and  according  to  their  method  of  treatment,  in 

'  It  is  probable  that  this  strict  interpretation  is  due  to  a  much  more  liberal  scale 
of  compensation  for  total  permanent  disability  as  compared  with  partial  permanent 
disability. 
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American  compensation  acts:  They  are  the  so-called  dismember- 
ment cases — ^largely  amputations  and  loss  of  an  eye.  The  medical 
or  rather  surgical  problems  are  rather  simple.  It  is  necessary  that 
the  amputation  be  made  efficiently,  that  infection  be  avoided,  that 
the  stxmip  be  as  serviceable  as  possible.  There  can  be  no  question 
as  to  the  desirability  of  artificial  limbs.  But  beyond  that,  medical 
science  can  do  little. 

In  most  states,  as  is  well  known,  these  cases  are  compensated 
according  to  a  table  of  specific  benefits,  for  varying  periods,  accord- 
ing to  the  degree  of  dismemberment.  This  is  explained  on  the 
theory  of  rehabilitation,  on  the  imderlying  assimiption  that  after 
a  certain  time  the  earning  capacity  of  a  worker  losing  fingers  or  a 
limb  may  be  entirely  re-established. 

In  certain  cases  this  imdoubtedly  occurs.  How  far  the  theory 
and  the  methods  of  compensation  based  upon  it  are  justifiable,  as 
applied  to  all  cases  of  dismemberments,  is  a  broad  problem  which 
cannot  be  discussed  here  in  connection  with  medical  aid.  The 
point  we  wish  to  emphasize  here  is 'that  the  process  of  rehabilitation 
after  the  loss  of  a  part  or  after  a  clean  and  conservative  amputation 
is  a  problem  not  of  medicine  or  surgery,  but  of  industrial  education. 
There  remain,  however,  that  group  of  injuries  technically  known  as 
permanent-partial-disability-not-dismemberment,  a  group  not  yet 
sufficiently  imderstood  in  this  coimtry.  A  fracture  may  fail  to 
unite  properly  for  various  reasons,  which  may  result  in  a  false 
union,  making  the  limb  almost  useless;  or  it  may  tmite  improperly, 
leaving  a  permanent  limitation  of  motion.  It  may  include  a  joint, 
and  the  injury  result  in  the  stiffening  of  an  important  joint,  as  an 
elbow  or  knee.  Even  a  stiffened  finger  joint  may  be  an  important 
matter  to  a  workman.  A  compoimd  comminuted  fracture  may  heal 
after  prolonged  treatment,  but  leave  considerable  shortening  due 
to  the  excision  of  some  bone.  Severe  dislocations  with  lacerations 
of  joint  capsules  and  ligament  often  make  the  joint  permanently 
weak;  infections  penetrate  deeply  and  affect  bones,  resulting  in 
excision  of  bone,  which  leaves  the  finger  weak  and  with  greatly 
impaired  usefulness.  Injuries  to  nerves  may  result  in  atrophies  of 
certain  joints  of  the  body;  severe  general  shocks  may  leave  per- 
manent nervous  disorders.    Mental  disorders  as  a  result  of  local 
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injuries  to  the  head  axe  not  conunon,  but  not  unknown.  Internal 
injuries  may  lead  to  all  kinds  of  prolonged  ailing,  etc. 

It  is  evident  that  in  all  these  conditions  scientific  medicine  and 
surgery  may  accomplish  a  great  deal.  From  the  point  of  view  of 
an  industrial  worker  the  treatment  cannot  stop  when  it  very 
properly  might  in  dealing  with  a  more  prosperous  group.  A  slight 
limitation  of  the  motion  of  the  wrist,  a  slight  weakening  of  the  knee, 
is  a  matter  of  small  concern  to  a  professional  or  business  man.  To 
a  wageworker  it  may  mean  the  difiFerence  between  economic  self- 
dependence  and  pauperism.  To  remove  the  evil  results  of  these 
injuries,  they  must  first  of  all  be  clearly  recognized  by  all  concerned; 
and  secondly,  medical  and  surgical  aid  must  be  given  generously, 
almost  lavishly,  and  not  sparingly  and  grudgingly;  and  it  goes  with- 
out saying  that  it  must  be  the  highest  grade  of  expert  medical  aid. 
For,  after  all,  isn't  this  the  greatest  service  compensation  can 
perform? 

Much  has  been  said  about  the  preventive  eflfect  of  compensation. 
It  is  claimed  that,  by  placing  a  charge  upon  industry,  it  will  create 
a  strong  economic  motive  for  safety  devices  and  efforts  for  preven- 
tion of  accidents.  "Merit  rating ''  in  compensation  insurance' 
meets  the  charge  of  discrimination  on  the  same  ground  of  strength- 
ening this  economic  motive.  The  well-known  safety  engineer  and 
author  of  the  Universal  Analytic  Schedule  of  Merit  Rating,  Mr. 
C.  M.  Hansen,  created  the  slogan  that  "Compensation  is  a  pallia- 
tive; accident  prevention  is  prophylaxis."* 

A  similar  aphorism,  introduced,  I  believe,  by  Mr.  Walter  Cowles, 
vice-president  of  the  Travelers  Insurance  Company,  reads:  "An 
accident  compensated  is  an  apology;  an  accident  prevented,  a 
benefaction."  In  emphasizing  the  importance  of  early  and  proper 
treatment  of  wounds  to  prevent  infection,  the  Wisconsin  Com- 

'  For  a  system  of  credits  and  charges  for  superstandard  risk,  substandard  con- 
ditions of  safety  in  the  plant,  see  several  papers  on  the  subject,  or  " merit ''  or  "schedule 
rating"  in  the  Proceedings  of  the  Casualty  Actuarial  and  Statistical  Society  of  America, 
Vol.  I  (May,  1915);  papers  by  Mr.  Charles  Hansen,  A.  W.  Whitney,  A.  H.  Mowbray, 
L.  Senior,  and  the  writer. 

» "The  Importance  of  Accident  Prevention  in  the  Solution  of  the  Problem  of 
Accident  Compensation,"  Transactions  of  the  Commonwealth  Club  of  California, 
Vol.  Vn,  No.  5,  p.  505. 
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mission,  nevertheless,  concludes:  "More  important,  however,  than 
preventing  infection  after  an  accident  has  happened  is  the  pre* 
vention  of  the  accident  itself/" 

There  is  no  intention  to  deny  any  of  these  statements.  Their 
truth  is  so  evident  as  to  be  almost  bromidic.  But,  pragmatically 
speaking,  the  overemphasis  of  this  formal  truth  may  have,  and 
perhaps  has  already  had,  some  undesirable  results.  The  theory  of 
compensation  legislation  is  based  upon  the  frank  recognition  of  the 
fact  that  it  is  impossible  to  prevent  all  accidents,  and  that,  statisti- 
cally, they  are  an  inevitable  accompaniment  of  economic  activity. 
Viewing  compensation  as  a  sort  of  makeshift  or  apology  is  not 
conducive  toward  progressive  comprehensive  standards  of  com- 
pensation legislation.  It  is  well  to  encourage  the  prevention  of 
disease  through  measures  of  public  hygiene,  but  the  science  of 
curative  medicine  must  not  be  neglected  at  the  same  time. 

Of  course  the  campaign  of  safety  prevention  must  depend  upon 
the  hope  that  a  certain  proportion  of  accidents  is  preventable,  and 
surely  in  this  country,  with  its  notorious  disregard  of  htunan  life,  the 
irreducible  minimum  has  not  yet  been  reached.  Safety  engineers 
are  almost  imanimous  in  their  very  sanguine  expectations  of  redu- 
cing the  accident  frequency  in  this  coimtry.  But,  imfortimately, 
European  experience  does  not  furnish  any  evidence  in  support  of 
extravagalit  hopes.  Even  in  Germany,  with  its  very  efficient 
organization  of  employers'  trade  associations  and  thirty  years  of 
active  safety  work,  the  nimiber  of  accidents  reported  has  not  shown 
any  tendency  toward  a  very  rapid  decline.  In  fact,  the  number  of 
accidents  reported  has  been  rapidly  increasing,*  not  only  absolutely, 
but  also  relative  to  the  niunber  of  persons  employed.  The  writer 
is  aware  of  the  fact  that  the  niunber  of  accidents  recorded  (or, 

« Bulletin  of  Industrial  Commission  of  Wisconsin,  Vol.  11,  No.  1 1  (October  20, 19 13), 
"Infections  and  Their  Prevention." 

*  H.  G.  ^Uard,  Workmen^s  Accident  Insurance  in  Germany,  pp.  21-22 : 
INDUSTRIAL  ACCmENTS  IN  GERMANY 


Year 

Number  Reported 

Per  x,ooo  Wodunen 

i8gi 

i6a,674 
319,576 

41. <u 

XQOX 

46.A2 
53.83 

I9II 
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perhaps  more  accurately,  the  number  of  accidents  reported)  is  not 
a  safe  measure  of  the  real  accident  frequency.  Prejudiced  use  has 
frequently  been  made  of  these  figures  by  the  opponents  of  the 
German  social  insurance  system  to  prove  that  "in  spite  of  all 
preventive  measures,  the  accident  rate  is  higher  than  ever."  The 
statistics  of  accident  reports  is  so  much  influenced  by  the  constant 
improvement  in  reporting  that  any  deductions  of  that  character 
are  not  very  reliable.  But  the  figures  do  seem  to  offer  a  "fair  ba^ 
for  the  conclusion  that  no  striking  reduction  in  accidents  has  beea 
accomplished  by  efforts  at  prevention  in  Germany." 

The  entire  problem  has  been  very  carefully  analyzed  by  Dr. 
H.  J.  Harris  in  his  well-known  study  on  "The  Increase  in  Industrial 
Accidents'"  on  the  basis  of  German,  Austrian,  and  British  data  of 
compensated  accidents.  The  comprehensive  statistical  material 
brought  together  by  him  indicates  the  absence  of  any  striking 
results  of  accident  prevention.  The  number  of  accidents  resulting 
in  death,  permanent  disability,  or  temporary  disability  of  over  13 
weeks'  duration  in  Germany  in  1897  was  8.07  per  1,000  full-time 
workers;  in  1902, 9 .  19  per  1,000;  and  in  1908, 9 .48  per  1,000.  In 
Austria  the  number  of  accidents  resulting  in  death,  permanent 
disability,  or  temporary  disability  of  over  4  weeks'  duration  was  in 
1890,  8.2;  in  1900, 15.6;  in  1907, 18.3  per  1,000  workers.  While 
careful  statistical  data  for  Great  Britain  are  lacking,  a  special 
departmental  committee  on  accidents  has  come  to  the  conclusion 
that  "the  accident  risk  for  ten  years,  1897-1907,  has  probably 
remained  almost  constant,  and  that  any  increase  due  to  the  greater 
use  of  machinery  and  greater  pressure  on  the  workmen  has  been 
coimteracted  by  improved  inspection  and  the  greater  care  of  the 
employers,  resulting  from  the  provisions  of  the  Workmen's  Com- 
pensation act."*  These  facts  are  not  quoted  to  discourage  or  to 
discredit  the  work  of  factory  inspection  and  the  enthusiasm 
of  the  safety  movement.  It  is  difficult  to  imagine  to  what  horrors 
the  hazards  of  modem  industry  might  rise  if  it  had  not  been  for  the 
mitigating  effects  of  safety  engineering.    But  the  conclusion  is 

'  Quarterly  Publications  of  the  American  Statistical  AssociatioHf'So.  97  (March, 
191 2),  pp.  1-28. 

'  See  Harris,  op.  cit,,  p.  27. 
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inevitable  that  the  compensation  of  industrial  accidents  is  muqh 
more  than  an  apology  or  a  palliative,  and  is,  of  necessity,  a  per- 
manent feature  of  economic  relations.  It  is  quite  probable  that  in 
the  United  States  the  sensational  safety  campaign  will  appear  to 
have  had  more  tangible  results,  because  the  situation  in  industrial 
safety  was  so  very  much  worse  at  the  beginning  of  the  compensation 
movement.  The  most  complex  and  most  hazardous  machinery  of 
production  in  this  country  has  been  introduced  without  the  salutary 
influence  of  compensation  legislation,  which  has  existed  in  Germany 
for  over  thirty  years.  But,  after  all,  the  comparatively  disappoint- 
ing results  of  safety  measures  need  not  appear  so  difficult  of  explana- 
tion when  it  is  remembered  that  only  a  small  proportion  of  accidents 
is  due  to  complex  machinery,  with  which  safety  engineering  is  largely 
dealing.  German  accident  statistics  indicate  that  only  25  per  cent 
are  due  to  machinery,  and  curiously  enough  such  scant  American 
data  as  are  at  present  available  seem  to  show  substantially  the 
same  proportion.  And  so  long  as  the  human  machine  is  not  a 
perfect  machine,  workmen  will  fall  down  ladders  or  into  shafts,  drop 
heavy  objects,  overstrain  themselves,  let  chips  fly,  and  cause 
industrial  injuries  to  themselves  or  to  fellow-workers. 

Dr.  Harris'  study  establishes,  however,  other  important  con- 
clusions. During  the  short  period  of  twelve  years,  1897-1908,  the 
proportion  of  fatal  accidents  per  100,000  full-time  workers  in  Ger- 
many decreased  from  82  to  76;  the  proportion  of  cases  of  total 
permanent  disability,  from  12  to  7;  the  proportion  of  cases  of  per- 
manent but  partial  disability,  from  41 1  to  370.  Adding  these  three 
categories,  which  constitute  the  serious  accidents,  their  relative 
frequency  has  decreased  from  505  to  453  per  100,000  full-time 
workers.  Similar  tendencies  may  be  observed  in  Austria  and  Great 
Britain.  Dr.  Harris  sununarizes  these  tendencies  in  the  following 
succinct  statements:  "In  Germany,  Austria,  and  Great  Britain 
the  serious  accidents — ^namely,  those  causing  death  or  permanent 

disablement — show  a  tendency  to  decrease The  progress 

in  the  movement  for  reducing  the  risk  of  industry  has  resulted  in 
distinctly  reducing  the  risk  of  death  and  of  permanent  disablement, 
but  has  not  yet  diminished  the  risk  of  temporary  disablement."' 

« Ibid.,  p.  27. 
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These  interesting  conclusions  have  been  widely  reprinted  and  are 
ahnost  universally  accepted.  But  just  exactly  what  do  they  mean  ? 
How  can  safety  engineering  be  specifically  directed  at  causes  of 
accidents  resulting  in  death  and  permanent  disability  without  affect- 
ing the  many  more  niunerous  accidents  resulting  in  temporary  disa- 
bility only?  Outside  of  drowning,  explosions,  etc.,  all  kinds  of 
injuries  result  from  each  and  every  cause.  It  seems  to  us  very  much 
more  likely  that  we  are  dealing  here  with  the  effects  of  preventive 
(as  well  as  curative)  medicine,  rather  than  those  of  safety  engi- 
neering. It  is  true  that  medicine  and  surgery  do  not  step  in  imtil 
after  the  accident  has  occurred,  but  it  is  preventive,  nevertheless, 
because  the  full  extent  of  injury  depends  just  upon  the  character  of 
the  medical  interference.  It  is,  therefore,  with  perfect  propriety 
that  Dr.  Paul  Kaufmann,  president  of  the  German  Imperial  Insur- 
ance Office,  devotes  to  the  various  problems  of  medical  care  more 
than  half  of  his  study  of  "The  preventive  Influences  of  the  German 
Social  Insurance  S)rstem."'  In  sharp  contrast  to  the  usual  Ameri- 
can disregard  of  the  medical  problem  or  the  exaggerated  fear  of  its 
expected  cost,  the  German  expert  emphasizes  the  necessity  of 
thorough  medical  aid  in  the  following  strong  statements: 

In  so  far  as  it  proves  impossible  to  prevent  industrial  accidents,  it  is  neces- 
sary to  take  care  that  their  results  be  minimized  as  far  as  possible.  Above 
all  it  is  imp<^tant  that  efficient  first  aid  be  rendered  to  the  injured.  Very 
often  the  fate  of  the  in jiured  depends  upon  the  first  dressing  and  his  first  removal 
to  a  safe  place.  These  often  prove  decisive,  not  only  for  his  survival,  but  also 
for  the  preservation  of  his  health,  his  will  power,  and  capacity  for  productive 
labor,  and  hence  for  his  value  to  the  welfare  of  the  country.* 

But  first  aid  does  not  meet  the  entire  problem.  "When  the  injured 
person's  life  has  been  saved  and  his  immediate  needs  have  been 
taken  care  of,  an  effective  coiu-se  of  treatment  must  be  imdertaken 
as  promptly  as  possible  for  the  purpose  of  re-establishing  his  earning 
capacity."^ 

The  significant  note  of  these  statements  is  that  they  go  beyond 
the  mere  quantitative  measurement  of  "reasonable  medical  aid," 
a  purely  negative  attitude  assumed  by  even  the  best  American 

'  SchadenverhiUendes  Werken  in  der  detUschen  ArbeiUrversickerung,  von  Dr.  jur. 
u.  mcd.  Paul  Kaufmann,  Berlin,  1913;  see  pp*  13-21, 47-57, 57-76, 85-94,  and  94-118. 

*  Ibid,,  p,  47'  »/WJ.,p.  57. 
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compensation  laws,  and  emphasize  its  qualitative  character,  to  be 
kept  up  to  the  necessary  standard  of  efficiency  by  constructive 
legislation  and  practice  through  thorough  organization,  as  econom- 
ical as  possible,  but  as  costly  as  necessary. 

Some  appreciation  of  the  importance  of  such  preventive  con- 
structive measures  and  their  financial  value  are  shown  by  the 
American  compensation  insurance  business,  though  not  by  Amer- 
ican compensation  legislation.  Mr.  Hansen's  system  of  schedule 
rating,  which  is  almost  imiversally  used  in  workmen's  compensation 
insurance  in  this  coimtry,'  provides  for  a  "credit"  or  deduction  of 
premiums  by  i  per  cent  "where  efficient  means  for  first  aid  to  the 
injured  is  furnished  by  the  employer  on  the  premises,  such  means 
consisting  of  first-aid  medical  cases,  splints,  stretchers,  etc.,  and  the 
same  kept  in  an  easily  accessible  place  or  places,  with  persons 
properly  instructed  to  apply  same  until  the  arrival  of  expert  medical 
help;"  "where,  in  addition  to  the  foregoing,  a  niu-se  and  dispensary 
is  maintained  on  the  premises  during  all  working  hours,  a  credit 
of  2  per  cent  of  base  rate"  is  provided  for. 

It  is  impossible,  with  the  present  paucity  of  statistical  material, 
to  ascertain  how  near  these  allowed  credits  are  to  the  actual  money 
value  of  properly  organized  first  aid.  Personally,  the  writer  thjnlrg 
that,  taking  the  entire  field  of  safety  engineering,  the  proper 
organization  of  first  aid  is  of  much  greater  importance  than  guards 
upon  some  dangerous  machines,  and  that  on  the  whole  more  damage 
is  done  through  infection  of  trivial  woimds  than,  say,  explosion  of 
boilers.  But  the  absolute  justice  of  the  premium  charge  and  dis- 
coimt  is  a  matter  of  very  much  smaller  importance  than  the  stimulus 
given  to  the  organization  of  medical  aid  by  these  discounts.  As  to 
the  positive  effects  of  these  discounts,  no  information,  imfortu- 
nately,  is  available.  It  does  not  seem  likely  that  a  saving  of  i  or 
2  per  cent  on  the  cost  of  compensation  insurance  (which  altogether 
may  amount  to  a  very  small  percentage  of  the  pay-roll — ^m  manu- 
facture, seldom  over  3  per  cent,  and  often  less  than  i  per  cent,  of 
the  pay-roll)  would  to  any  extent  influence  the  factory  rules  or 
customs  of  an  establishment. 

^  Carl  M.  Hansen,  Universal  Analytic  Schedule  for  the  Measuring  of  Relative  Worh 
Accident  Hazards  in  Manufacturing  Industries,  April,  1914,  p.  20. 
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The  tendency  of  this  effort,  however,  is  characteristic.  Upon 
the  same  tendency  the  whole  system  of  schedule,  or  merit,  rating  is 
based.  It  is  the  old,  hackneyed,  and  naive  theory  of  the  abstract 
"economic  man."  Man  acts  largely  from  economic  motives. 
Hence,  if  a  certain  mode  of  action  appears  desirable,  it  is  only 
necessary  to  discover  an  economic  motive  for  such  action  and 
furnish  that  motive.  The  cost  of  compensation  insurance  is  an 
economic  burden.  The  desire  to  relieve  it  is  a  healthy  economic 
motive.  If  discounts  from  this  cost  are  offered  for  improvement 
of  industrial  safety  and  hygiene — ^presto — ^all  has  been  done  to 
accomplish  such  improvement,  and  no  further  efforts  are  necessary. 
The  representatives  of  the  Workmen's  Compensation  Service 
Bureau,  through  whose  efforts  merit  rating  has  been  introduced,  are 
fond  of  stating  boastfully  that  they  have  "commercialized  safety 
because  that  is  the  surest  way  to  realize  it."  What  is  forgotten 
in  this  enthusiasm  for  the  wisdom  and  eflSdency  of  the  economic 
man  is  his  inertia,  his  failure  to  move  unless  the  economic  reward 
promised  is  sufficiently  large.  Moreover,  shall  we  be  ready  to 
forego  safety  and  hygiene,  xmless  they  prove  to  be  sources  of  profit 
to  the  individual  employer  ?  Social  standards  must  be  based  upon 
a  broader  principle  than  that. 

In  Germany,  for  instance,  the  measures  for  efficient  medical  aid, 
though  perhaps  backed  up  by  the  same  economic  motive,  are, 
nevertheless,  carried  through  in  compliance  with  a  well-defined 
social  policy.  The  insurance  carriers  issue  definite  regulations, 
whose  sanction  is  compulsory  as  far  as  individual  employers  are 
concerned.  A  detailed  description  of  these  measures  may  be  found 
in  Dr.  Kaufmann's  study,  quoted  above.  The  possession  of 
materials  for  dressings  is  compulsory,  prizes  are  offered  for  the 
saving  of  injured  persons,  first-aid  stations  are  organized  under 
direct  contract  of  the  insurance  carriers,  regulations  are  issued 
requiring  workmen  to  stop  work  and  apply  for  dressings  in  case 
of  injuries  ever  so  slight.  In  large  establishments  the  presence 
of  persons  competent  to  give  first  aid  is  required,  and  courses  of 
instructions  in  first  aid  are  organized.  Co-operation  between  the 
insurance  carriers  and  the  Red  Cross  has  been  accomplished  in 
many  localities  since  1910.    After  an  understanding  reached  on 
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April  20,  1910,  between  the  Association  of  the  "Berufsgenossen- 
sdhaften"  and  the  German  Red  Cross,  the  latter  furnishing  the 
organization  of  courses  in  first  aid,  and  the  employers  assuming  to 
furnish  the  personnel  of  the  classes  of  instruction,  within  the  brief 
period  from  January,  1911,  to  September,  1912,  3,370  wageworkers 
graduated  from  such  courses. 

This  and  similar  measures  refer  mainly  to  first  aid.  But  sub- 
sequent treatment  was  not  neglected.  The  organization  of 
compensation  in  Germany,  which  leaves  the  first  13  weeks  of  treat- 
ment to  the  sick-insurance  organizations,  offered  some  difficulties, 
but  these  were  overcome.  Even  as  far  as  this  preliminary  period 
is  concerned,  medical  aid  is  organized  and  in  many  larger  cities 
reaches  a  high  degree  of  efficiency.  But  it  is  recognized  that  the 
insurance  carriers,  who  must  take  over  the  serious  accidents  at  the 
expiration  of  13  weeks,  have  a  deep  concern  in  all  efforts  for  restitu- 
tion of  working  capacity.  The  possibility  of  legal  limit  upon  the 
amoimt  of  medical  aid  is  not  even  considered.  Instead,  the 
"Employers  Associations"  are  authorized  to  step  in  for  the  purpose 
of  granting  the  best  possible  surgical  aid,  even  during  the  waiting 
period.  A  drcxilar  of  the  Imperial  Insurance  Office,  issued  on 
December  14, 1911,'  announces  that  "prompt  aid  is  more  important 
than  long  deliberation.  Money  benefits  to  the  injured  do  not 
constitute  the  highest  duty  of  the  trade  associations.  More 
important  it  is  to  establish  their  capacity  for  productive  effort  and 
through  it  the  joy  of  working  as  promptly  and  as  completely  as 
possible." 

Hospitals  and  sanatoria  with  expert  medical  staffs  of  the  highest 
efficiency  were  established  by  many  trade  associations  where  the 
facilities  of  the  sick-insurance  associations  were  insufficient.  The 
cost  of  medical  aid  during  the  waiting  period  of  13  weeks  has 
increased  from  478,552  M.  ($113,895)  in  1896  to  1,228,368  M. 
($292,355)  in  191 1.*  The  total  cost  of  medical  and  hospital  treat- 
ment and  appliances  granted  after  the  expiration  of  the  13  weeks' 
period  (at  which  time,  under  American  acts,  with  few  exceptions,  no 
more  medical  aid  is  due)  to  the  German  trade  associations  in 
twenty-five  years  (1885-1911)  was  129,501,925  M.  ($30,721,458).^ 

» Kaufmann,  op.  cit,,  p.  63.  *  Ibid,,  p.  68.  *  Ibid.,  p.  69. 
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General  hospitals,  special  surgical  and  orthopedic  hospitals,  and 
sanatoria  for  nervous  diseases  have  been  constructed  and  are  being 
supported  by  the  trade  associations.  How  thoroughly  these 
institutions  are  equipped  is  well  illustrated  by  the  biting  remark  of 
Dr.  F.  Friedensburg  in  his  severe  arraignment  of  the  German 
insurance  system,  so  well  known  to  the  American  student  :*  "  There 
is  no  more  need  for  such  buildings  to  be  homes  of  luxury 
than  there  is  for  the  business  offices  of  the  insurance  carriers  to  be 
palaces."  If  it  is  remembered  that  the  trade  associations  are 
managed  entirely  by  employers  and  at  their  own  expense,  it  is 
scarcely  probable  that  mmecessary  comforts  have  been  provided, 
and  even  Dr.  Friedensburg  has  been  forced  to  admit  that:  "No 
one  can  object  in  the  least  to  the  fact  that  these  hospitals  were 
equipped  in  the  most  appropriate  and  practical  manner,  and  that 
without  regard  to  expense  the  most  modem  achievements  of  skill, 
architecture,  industry,  and  medical  science  were  installed;  nor  can 
anyone  cavil  at  the  lavishing  of  the  most  whole-hearted  care  for 
the  welfare  of  the  inmates."  And  an  expert  German  surgeon 
annoimces  the  basic  principle  of  this  entire  policy  in  the  succinct 
statement:  "Time  and  cost  are  no  more  matters  of  decisive  impor- 
tance in  the  treatment  of  injured.  Only  the  best  is  good  enough 
for  the  purpose  of  achieving  their  rehabilitation."* 

And  the  results  do  not  fail  to  justify  these  methods.  It  was 
stated,  e.g.,  at  the  International  Medical  Congress  for  Treatment 
of  Industrial  Injuries  at  Dusseldorf  in  191 2,  that  the  average 
duration  of  disability  from  fracture  of  a  leg  under  treatment  by  the 
trade  association  has  been  reduced  to  less  than  4  months,  as  against 
10  months  when  the  association  did  not  take  charge  of  the  case  imtil 
the  expiration  of  the  waiting  period.^ 

Even  broader  statistical  evidence  of  the  efficiency  of  the  German 
system  exists.  Much  has  been  written  and  said  in  this  coimtry 
concerning  the  gradual  rehabilitation  of  persons  seriously  injured, 
from  the  resulting  degree  of  disability;  and  our  very  crude  way  of 
compensating  the  gravest  injuries  by  a  schedule  of  specific  benefits 

'  See  Friedensburg,  op,  cU.,  p.  25. 

'  Dr.  Rieder,  quoted  by  Dr.  Kaufmann,  op.  cit.,  p.  70. 

'  Kaufmann,  op.  cU.,  p.  68. 
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is  based  upon  that  presumption.  But  in  case  even  of  grave  injuries, 
short  of  dismemberment  (i.e.,  loss  of  limb  or  part  of  limb)  their 
permanent  character  remains  altogether  imrecognized.'  When 
even  the  New  York  State  Insurance  Fimd  is  ready  to  announce  that 
out  of  1,800  accidents  there  was  not  a  single  case  of  permanent- 
partial-disability-not-dismemberment  (i.e.,  not  a  single  case  of 

TABLE  I 
Results  of  65,205  Industrial  Accidents  Occitrsino  in  1904  and  Causing 
Disability  of  More  Than  13  Weeks'  Duration* 


Conditioo 


Percentage  Distribotioii  of  the  Penons  Injured, 

According  to  Their  Observed  Condition 

In  Successive  Years 


1906 


1907 


X908 


Death 

Total  pennanent  disability 

Partial  pennanent  disability  with  loss  of 
earning  power  during  the  year: 

Under  25  per  cent 

25-50  per  cent 

50-75  per  cent 

75-100  per  cent 

Temporary  disability  with  loss  of  earning 
power  during  the  year: 

Under  25  per  cent , 

25-50  per  cent 

50-75  per  cent 

75-100  per  cent 

No  loss  of  earning  power 


7.63 
0.93 


7.81 
0.80 


7.96 
0.78 


8.06 
0.81 


25.90 

12.74 

3.80 

1.83 


25.38 

10.97 

3.48 

1.29 


24.60 

10.07 

3.18 

LIS 


24.17 
9.27 
3.01 
0.9s 


44.27 


19.67 

3.93 
0.50 
0.48 


41.12 


14.14 
2.14 
0.23 
0.17 


39.00 


10.59 
1.39 
0.16 

0.15 


37.40 


8.15 
0.98 
0.12 
O.II 


25-58 
22.59 


16.68 

33-59 


12.29 
39-97 


9.36 
44-37 


*  Data  from  BulUHn  of  the  (U.S.)  Bmreau  of  Labor,  January,  xgii,  p.  70. 

stiflfening,  or  shortening,  or  loose  joint,  or  false  union,  or  paralysis 
of  muscle,  or  weakening  of  tendon,  etc.)  no  testing  of  the  rehabilita- 
tion theory  will  be  possible  for  a  long  time. 

In  Germany,  however,  these  cases  of  partial  but  long-time 
reduction  of  earning  capacity  are  readily  recognized,  and  active 
efforts  toward  accelerating  recovery  are  made.    In  Table  I  may 

'  See  discussion  concerning  this  in  I.  M.  Rubinow's  Standard  Accident  Table,  19 15, 
pp.  21-26. 
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be  found  an  indication  of  the  results  accomplished,  based  upon  a 
detailed  study  of  65,205  accidents  of  over  13  weeks'  duration  occur- 
ring in  1904  and  their  results  toward  the  end  of  four  years  in  succes- 
sion. 

Notice  the  persistent  increase  in  the  number  of  complete 
recoveries,  the  reduction  in  the  nimiber  of  cases  of  permanent 
partial,  and  even  permanent  total,  disabilities,  indicating  the 
splendid  results  of  systematic  and  persistent  treatment.  Still 
more  significant  is  a  comparison  of  similar  analyses  of  accidents 
for  1896  and  1904,  indicating  a  substantial  improvement  in  these 
results. 

TABLE  n 

Percentage  of  Cases  of  Complete  Recovery  from  Industrial  Accidents 
IN  1896  AND  1904* 


Year  in  Which  Accident  Occurred 

z8q6 

1904 

At  the  end  of  the  year  of  the  accident 

20.82 

7.55 
28.37 

2.41 
35  09 

22.59 

11.00 

During  the  following  year 

At  the  end  of  the  following  year 

33  59 

6.38 

During  the  second  following  year 

At  the  end  of  the  second  following  year 

39  47 

A..AO 

During  the  third  following  year.  7.'. 

At  the  end  of  the  third  following  year 

4437 

*DaU  from  BuUtUn  oj  tlf  (U.S.)  Bmeau  <tf  Labor,  Janouy,  igzx,  p.  70. 

It  is  true  that  the  details  of  medical  aid  in  Germany  are  closely 
interwoven  with  the  entire  organization  of  compensation  insurance, 
and  cannot  perhaps  be  blindly  imitated  in  this  or  in  any  other 
comitry.  But  the  imderl3dng  principle,  the  appreciation  of  the 
great  social  value  of  thorough  and  expert  medical  aid,  is  one  of 
universal  application.  It  is,  unfortimately,  this  appreciation  which 
in  this  coimtry  is  yet  largely  lacking. 

We  have  shown  this  to  be  so,  as  far  as  most  acts  and  also  the 
earlier  private  studies  and  official  reports  are  concerned.  But  even 
in  more  recent  efforts  to  establish  standards  of  compensation  the 
same  fault  may  be  found.  Mr.  Magnus  W.  Alexander,  an  expert 
in  industrial  relations,  who  was  largely  responsible  for  the  Massa- 
chusetts act  and  who  has  been  extensively  consulted  with  regard  to 
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compensation  legislation  in  other  states,  admits  that  "the  impor- 
tance of  prompt  and  adequate  medical  attention  to  the  injured  can 
hardly  be  overestimated.  The  employee  should  receive  immediate 
and  skilful  medical  care  to  ameliorate  his  suffering  and  to  restore 
him  quickly  and  without  permanent  impairment  to  complete  use- 
fuhiess."' 

Nevertheless,  his  "standards"  in  regard  to  medical  aid  read  as 
follows:  "The  employer  should  be  obliged  to  furnish,  and  injured 
employee  to  accept,  adequate  medical  care  during  first  30  days." 
"Employer  should  be  permitted  to  continue  adequate  medical  care 
and  injured  employee  should  be  obliged  to  accept  it." 

The  Draft  of  a  Uniform  Workingman^s  Compensation  Acty 
prepared  by  a  committee  at  the  Conference  of  Commissioners  of 
Uniform  State  Laws  in  1913,  reconmiends  (sec.  9)  reasonable 
services  for  14  days  only.* 

The  National  Civic  Federation  in  its  Tentative  Draft,  published 
as  late  as  December,  19 14,  recommends  the  rather  indefinite  stand- 
ard of  "all  medical  and  surgical  aid  and  assistance  that  may  be 
reasonably  required,  for  a  reasonable  period  of  time,"^  but  in  view 
of  the  variety  of  existing  standards,  as  demonstrated  in  the  table 
on  page  588,  this  obscure  and  indefinite  annoimcement  does  not 
carry  things  very  much  farther. 

Even  the  American  Association  for  Labor  Legislation,  always  in 
the  advance  guard  of  progressive  labor  legislation,  in  its  "Standard 
of  Workmen's  Compensation  Laws"  asks  for  "necessary  medical, 
surgical,  and  hospital  services  and  supplies  for  a  reasonable  period 
(to  be  determined  by  the  Accident  Board),"  without  specifically 
mentioning  the  entire  period  of  disability,  and  while  the  Accident 
Board  is  to  be  with  power  "  to  establish  a  schedule  of  physicians,  and 
hospital  charges  and  to  control  all  charges,"  so  as  to  protect  the 
employer  from  excessive  charges,  nothing  is  said  about  any  con- 
structive measures  to  guarantee  to  the  injured  employee  service 
that  is  thoroughly  competent.    The  so-called  Kem-McGillicuddy 

*  M.  A.  Alexander,  What  Should  Be  the  Principal  Provisions  of  a  Workmen's 
CompensaHon  Act?    1915. 

*  Conference  of  Commissioners  of  Uniform  State  Laws,  19 13. 
J  Tentative  Draft,  etc.,  p.  4. 
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act  for  compensation  of  the  employees  of  the  U.  S.  Government, 
which  was  drawn  by  the  American  Association  for  Labor  Legislation 
and  comes  perhaps  nearer  than  any  other  act  to  being  a  model 
compensation  act,  grants  "  medical  aid  immediately  after  an  injury  " 
and  "for  a  reasonable  time  thereafter,"  but  makes  the  valuable 
suggestion  that  the  U.  S.  medical  oflBicers  and  hospitals  be  utilized 
for  that  purpose,  which  is  perhaps  the  only  legislative  suggestion 
of  an  organized  medical  service. 

It  is  but  seldom  that  in  American  compensation  literature, 
oflBicial  or  otherwise,  as  dear  an  appreciation  of  the  importance  of 
medical  service  is  foimd  as  that  in  the  first  report  of  the  California 
Lidustrial  Accident  Board  (now  Commission) :  "The  first  and  best 
compensation  that  can  be  afforded  to  an  injured  workman  is  to 
place  at  his  disposal  the  be^t  skill  and  care  of  the  medical  and  surgical 
science  of  his  time,  for  the  purpose  of  restoring  him,  as  nearly  as 
possible,  to  the  physical  condition  he  was  in  before  he  was  injured/ 

How  much  this  strong  tendency  to  limit  the  efficiency  of  medical 
and  surgical  aid  depends  upon  the  fear  of  excessive  costs  and  the 
desire  to  protect  the  employers  against  these  excessive  charges  has 
already  been  explained.  But  it  is  not  amiss  to  remember  that 
accident  compensation  has  not  been  established  primarily  for  the 
purpose  of  protecting  the  employer  and  of  making  things  cheaper. 
The  direct  object  of  legislation  is  the  injured  employee  and  those 
dependent  upon  him.  Lidirectly  the  purpose  is  a  social  one — to 
prevent  or  at  least  to  minimize  the  large  amount  of  social  waste 
which  at  present  accompanies  our  processes  of  production.  If  the 
subject  of  curing  the  injured  employee  and  of  re-establishing,  as 
far  as  possible,  his  earning  capacity  is  sufficiently  important  to 
place  a  considerable  burden  upon  industry,  surely  inadequate 
standards  of  medical  aid  sfhould  not  stand  in  its  way.  An  enormous 
amoimt  of  very  expert,  very  specialized,  medical  service  is  required 
to  accomplish  this  result;  a  large  proportion  of  this  treatment  must 
be  of  the  institutional  kind.  Consideration  of  economy  and  still 
more  consideration  of  efficiency  require  that  this  service  should  be 
furnished  in  a  systematic  way,  not  in  the  haphazard  manner  in 
which  it  is  done  today,  dependent  upon  the  intelligence  of  the  work- 

'  California  Industrial  Accident  Board  Report^  1913,  p.  13. 
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man  or  the  honesty  or  generosity  of  the  employer  or  insurance 
company. 

The  Ohio  Industrial  Commission's  study  of  medical  aid,  fre- 
quently quoted  here,  sees  that  difference,  but  only  as  it  affects  the 
rate  of  pay  for  medical  aid,  and  not  its  organization.  But  the 
German  students  of,  and  workers  in,  the  field  of  social  insurance 
fully  recognize  the  difference  between  private  medical  practice  and 
medical  aid  in  social  insurance.'  As  the  well-known  German  expert 
in  social  insurance.  Dr.  Klein,  has  well  stated:  ''Medical  aid  in 
social  insurance  differs  from  ordinary  medical  treatment  in  one 
very  important  feature.  Under  social  insurance  medical  treatment 
aims  at  restitution  of  the  useful  activity  of  the  body,  if  its  earning 
capacity  is  not  always  covered  by  simple  anatomical  healing."' 

The  entire  problem  of  medical  aid  in  all  branches  of  social 
insurance  (accident  compensation  as  well  as  sickness  and  invalidity 
insurance),  has  been  summed  up  by  Dr.  Klein  in  his  report  to  the 
International  Conference  on  Social  Insurance  at  Dresden,  Sep- 
tember, 191 1,  in  a  series  of  theses,  which,  briefly  stated  (and  dis- 
regarding those  dealing  with  special  German  conditions),  are  as 
follows: 

1.  Medical  treatment,  next  to  prevention  of  injuiy,  is  the  most  important 
feature  of  social  insurance.    Compensation  is  only  of  secondary  importance. 

2.  Under  social  insiirance  medical  treatment  aims  at  restitution  of  the 
earning  capacity,  which  is  not  always  covered  by  mere  anatomical  healing. 

3.  For  successful  treatment  the  co-operation  of  the  injured,  the  physician, 
and  the  insurance  carriers  is  necessary. 

4.  In  their  own  interest  the  insurance  carriers  must  place  the  object  of 
the  best  possible  mode  of  treatment  above  the  considerations  of  economy  and 
limitation  in  time. 

5.  The  earlier  and  more  efficiently  medical  treatment  is  undertaken,  the 
better  results  does  it  promise.  Physicians  must  be  selected  with  care,  and 
specialists  employed  whenever  necessary.  Modem  methods  of  diagnosis  must 
be  utilized,  and  institutional  care  provided. 

'  See  address  by  Dr.  Klein,  president  of  the  Senate  of  the  German  Imperial 
Insurance  Office,  at  the  second  session  of  the  International  Conference  on  Social 
Insurance,  at  Dresden,  September  6,  191 1;  Bulletin  des  Assurances  Sociales,  No.  2, 
191 2  Supplement,  p.  70. 

*  Second  International  Conference  of  Social  Insurance,  at  Dresden  (September, 
1911),  p.  70. 
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6.  Instruction  of  the  insured  [workers]  in  hygiene,  through  lectures  and 
distribution  of  literature,  is  very  important. 

7.  The  extension  of  the  accident-insurance  S3rstem  to  occupational  diseases 
(provided  for  in  the  New  German  Workmen's  Insurance  Code  of  191 1)  is  to  be 
welcomed.* 

The  principle  announced  in  the  third  of  these  theses — that 
co-operation  of  the  injured  is  necessary — ^is  not  one  which  might  be 
self-explanatory.  Our  entire  compensation  legislation  is  treated 
as  an  obligation  of  the  employer  to  the  injured  employee.  If  the 
sodal  character  of  this  legislation  is  recognized,  if  the  restitution 
of  the  earning  capacity  and  the  prevention  of  destitution  and 
pauperism  be  recognized  for  what  it  is,  as  a  sodal  rather  than 
individual  need,  then  it  inevitably  follows  that  compensation  places 
certain  obligations  upon  the  benefidary  as  well.  This  chief 
obligation  is  to  co-operate  in  all  efforts  toward  the  earliest  possible 
restitution  of  the  sodal  loss  sustained,  and  his  first  duty  therefore  is 
to  seek  and  to  accept  all  necessary  medical  and  surgical  aid,  unless 
it  be  that  his  life  is  jeopardized  thereby. 

As  yet,  however,  very  few  compensation  acts  recognize  this 
obligation.  In  most  acts  the  possibility  of  the  injured  person's 
neglecting,  avoiding,  or  even  positively  rejecting  medical  aid  is  not 
even  contemplated.  Of  those  that  do,  most  seem  to  be  concerned 
only  in  protecting  the  employer  against  subsequent  charges  for 
such  medical  aid.  The  acts  of  Connecticut,  Illinois,  Louisiana, 
Montana,  New  Jersey,  and  Pennsylvania  provide  that,  if  the  injured 
employee  refuses  medical  aid  offered  by  the  employer,  the  employer 
shaJl  not  be  liable  for  its  cost.  As  to  whether  the  injured  person 
is  going  to  receive  effident  medical  aid  in  some  other  way,  the  acts 
show  not  the  slightest  concern.  As  far  as  we  were  able  to  discover, 
only  three  acts  place  the  obligation  of  receiving  medical  aid  upon 
the  injured. 

The  Nebraska  act  provides  that  "where  the  injured  employee 
refuses  or  neglects  to  avail  himself  of  such  medical  or  surgical 
treatment,  the  employer  shall  not  be  liable  for  any  aggravation  of 
such  injury  to  such  neglect  or  refusal"  (sec.  20). 

« Conference  InUmalionale  des  Assurances  Sociales,  Dresden,  September  15-16, 
191 1,  pp.  81-85. 
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The  Indiana  act  goes  even  farther  and  specifically  commands 
that  (sec.  25)  "The  employer  shall  furnish,  and  the  employee  shall 
accept  ....  an  attending  physician  during  the  30  days  after  an 
injury  ....  and  during  the  whole  or  any  part  of  the  remainder 
of  the  disability  ....  the  employer  may  continue  to  furnish 
;  .  .  .  and  the  employee  shall  accept  the  physician"  (italics  are 
ours) .  It  is  furthermore  provided  that "  the  refusal  of  the  employee 
to  accept  such  service  when  provided  by  the  employer  shall  bar  said 
employee  from  further  compensation  until  such  refusal  ceases,  and 
no  compensation  shall  at  any  time  be  payable  for  the  period  of 
suspension,"  unless  the  Industrial  Board  orders  otherwise. 

No  provision  seems  to  be  made  for  the  possibility  that  the 
employer's  physician  may  be  utterly  incompetent,  and  his  advice 
refused  on  such  groimd. 

The  Illinois  act  goes  farther  in  extending  the  obligation  beyond 
the  aid  furnished  by  the  employer's  physician:  "If  any  employee 
shall  persist  in  unsanitary  or  injurious  practices  which  tend  either 
to  imperil  or  retard  his  recovery,  or  shall  refuse  to  submit  to  such 
medical  or  surgical  treatment  as  is  reasonably  essential  to  promote 
his  recovery,  the  Board  may,  in  its  discretion,  reduce  or  suspend  the 
compensation  of  any  such  injured  employee  "  (sec.  19,  Paragraph  D). 

In  its  first  report,  after  only  one  year's  experience,  the  Massa- 
chusetts Industrial  Accident  Board  felt  itself  constrained  to  ask 
the  legislature  for  similar  authority,'  but  this  was  not  granted, 
probably  out  of  fear  of  antagonizing  organized  labor.  Similar 
action  has  been  taken,  however,  by  several  of  the  industrial  accident 
boards  and  commissions. 

In  Connecticut  an  injured  employee  was  advised  to  go  to  a 
physician,  but  refused.  Subsequently  the  woimd  became  infected; 
compensation  was  disallowed  {Fred.  Pierson  v.  Sterling  Piano  Co. 
and  Aetna  Life  Insurance  Co.,  Conn.,  July  7,  19 14). 

In  a  case  before  the  Wisconsin  Commission  the  injured  employee 
refused  to  go  to  a  hospital  as  directed,  but  applied  home  treatment. 
A  disability  of  over  four  weeks  resulted.  Physicians  claimed  that 
with  proper  medical  aid  the  disability  would  not  have  lasted  over 
two  weeks.    An  opinion  like  this  is  difficult  to  prove,  but  the 

'  First  Annual  Report  of  the  Massachusetts  Industrial  Accident  Board,  p.  46. 
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Commission  refused  to  pay  compensation  beyond  the  two  weeks 
(Wisconsin — Fritz  Voege  v.  RaulfCo.y  Wis.,  August  15,  1913). 

Similar  supra-legal  action  was  also  forced  upon  the  United  States 
government  in  its  administraticm  of  the  earliest  American  com- 
pensation act — the  law  of  May  30, 1908,  applying  to  the  employees 
of  the  United  States  government.  The  serious  results  following 
neglect  to  obtain  medical  aid  after  the  injury  were  so  evident  that 
(although  the  act  made  no  provision  for  medical  aid  whatsoever) 
the  writer,  connected  with  the  administration  of  that  act  during  the 
first  three  years,  urged  and  succeeded  in  having  adopted  an  oflBidal 
regulation  to  that  effect,  reading  as  follows:  "It  shall  be  the  duty 
of  each  injured  employee  intending  to  take  advantage  of  the  act,  to 
obtain  necessary  medical  and  surgical  treatment  and  to  comply 
with  all  reasonable  orders  for  treatment  and  conduct  which  the 
attending  physician  may  give."' 

There  was  grave  doubt  at  the  time  in  the  mind  of  the  solicitor  of 
the  Department  of  Conmierce  and  Labor,  whether,  in  absence  of 
any  legal  sanction,  this  rule  had  any  binding  force.  No  penalty 
for  non-compliance  was  provided. 

Of  the  various  "standards"  published  in  this  coimtry,  only  those 
of  Mr.  M.  W.  Alexander  emphasize  this  obligation  to  accept  as  well 
as  to  give  medical  aid.  Mr.  Alexander's  standards  are  practically 
those  of  the  Indiana  act,  which  he  is  understood  to  have  helped  to 
shape.* 

The  tendency  is  undoubtedly  a  salutary  one,  but  its  effectiveness 
is  slight  unless  it  is  backed  up  by  a  thorough  organization  which 
will  guarantee  the  necessary  medical  aid  of  highest  quality. 

These  conditions  may  appear  to  many  hypercritical,  fandful, 
and  wholly  imnecessary.  The  anxiety  of  the  injured  employee 
and  his  nearest  of  kin  is  sufficient,  it  will  be  said,  to  provide  ready 
appeal  to  some  physicians.  That  would  be  quite  true  of  college 
professors  or  statisticians.  But  workingmen  necessarily  grow 
careless  of  minor  injuries;  many  of  them  are  foreign  bom,  and  have 
an  unreasonable  fear  of  the  hospitals;  others,  American  bom,  have 

*  Rule  5.    See  Bulletin  of  United  States  Bureau  of  Labor  Statistics,  No,  155,  p.  322. 
'  See  his  pamphlet,  What  Should  he  the  Principal  Provisions  of  a  Workmen's 
Compensation  Act,  February,  1915,  Standards  14, 15,  and  16. 
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acquired  a  very  dangerous  confidence  in  patent  nostra;  and,  finally, 
the  popularity  of  such  fads  as  "physical  culture"  naturopathy, 
starvation  cure,  osteopathy,  mind  cure,  and  Christian  Science,  in 
some  conmiimities  (as,  for  instance,  Boston,  or  Southern  California) 
cannot  be  disregarded.  If,  to  quote  an  illustration  from  the 
writer's  experience,  a  faithful  Christian  Scientist  refuses  to  accept 
any  aid  in  case  of  a  badly  wrenched  ankle,  and  is  disabled  for 
months,  when  one  thorough  bandage  might  have  prevented  any 
disability,  what  are  the  rights  and  duties  of  the  various  parties 
interested  ? 

To  sxmi  up,  the  entire, problem  of  medical  aid  to  victims  of 
industrial  accidents  is  still  awaiting  its  solution  in  this  country,  and 
this  one  problem  emphasizes  how  much  remains  to  be  done,  imdone, 
and  done  over  in  our  compensation  legislation.  Sufficient  attention 
and  thought  has  not  been  given  to  this  matter.  A  very  erroneous 
sense  of  economy  has  placed  limitations  upon  the  extent  of  medical 
aid  which  is  producing  injustice  to  the  injured  and  harm  to  society 
without  really  saving  anything  to  the  employer.  Evidence  is  not 
lacking  of  a  gradual  realization  of  these  facts  in  the  minds  of  those 
concerned  with  the  practice  of  compensation.  But  the  abolition 
of  these  limits  is  not  sufficient  to  produce  the  desirable  sodal  results. 
It  must  be  followed  by  careful  study,  by  an  educational  campaign 
among  employers  as  well  as  employees,  and  above  all  by  an  organ- 
ized social  effort  to  improve  and  at  the  same  time  to  cheapen  the 
administration  of  medical  service,  and  only  then  will  the  appalling 
waste  of  hiunan  energy  and  well-being  through  accidental  injiuies 
be  brought  down  to  the  irreducible  minimum. 


I.  M.  RUBINOW 


New  Yosk  City 


SUPPLEMENTARY  NOTE 
LEGISLATION  OF  I917 

This  study  was  completed  before  the  legislative  work  of  many 
states  during  the  spring  of  the  current  year  added  a  substantial 
amount  of  new  legislation  and  changed  many  of  the  existing 
provisions.    It  is  still  impossible  to  give  an  accurate  and  complete 
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account  of  this  recent  legislation.    But  the  most  important  results 
may  be  briefly  summarized  as  follows: 

New  acts, — New  compensation  acts  were  passed  in  five  states, 
with  the  following  medical  provisions: 


Majdmiim  Period 

Delaware 

14  days 
Reasonable 
(no  lunit) 

3  weeks 

4  weeks 
No  limit 

«35 

Reasonable 

Trl^hn        

New  Mexico 

South  Dakota 

Utah 

(no  limit) 

$100 
$300 

Increases, — 

Iowa:  Time  limit  increased  from  2  to  4  weeks. 
Texas:  Time  limit  increased  from  i  to  2  weeks. 
Vermont:  Money  limit  increased  from  $75  to  $100. 
Medical  benefits  introduced  where  there  were  none  before.- 


Kansas 

Washington. 


Mudmom  Period 


50  days 
No  limit 


Mazunum  Amount 


$150 
No  bmit 


(The  employer  is  to  pay  half  the  cost  of  medical  attendance  which  b  oiganized 
through  a  separate  fund.) 

Other  changes. — In  Texas  medical  attendance  may  be  extended 
two  additional  weeks  by  permission  of  the  Industrial  Accident 
Board. 

In  Nevada  the  permission  to  the  employer  to  charge  his 
employees  $1.00  per  month  for  medical  attendance  has  been 
modified,  so  that  the  charge  subject  to  the  same  maximum  of  $1 .00 
must  not  exceed  one-half  the  actual  cost. 

Free  choice, — In  Massachusetts,  Rhode  Island,  and  Washington 
the  injured  employee  is  given  the  right  to  choose  his  own  physician. 

As  can  be  seen  from  this  brief  and  incomplete  review,  the  new 
provisions  have  (with  one  exception)  followed  the  old  standards 
and  principles.  But  the  constant  tendency  to  extend  provisions 
for  medical  aid  is  very  significant  indeed.    It  is  a  frank  recognition 
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of  the  shortcomings  of  the  other  standards  and  furnishes  addi- 
tional evidence  for  thorough  reconsideration  of  the  benefit  provisions 
of  all  our  compensation  legislation. 

The  comparatively  new  tendency  is  the  granting  of  free  choice 
of  physician.  The  moving  power  behind  this  change  was  not 
only  the  preference  of  the  worker  for  a  ph3rsidan  of  his  own  choice, 
but  the  agitation  within  the  medical  profession  for  a  "fairer  deal," 
a  protest  against  the  concentration  of  surgical  work  within  the 
hands  of  a  few  physicians.  What  effect  this  will  have  either  upon 
the  quality  of  the  medical  aid  or  upon  the  cost  of  it,  it  is  at  present 
impossible  to  prophesy.    Much  depends  upon  the  development  of 

methods  of  administrative  control. 

L  M.  R. 
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NOTES 
WASHINGTON  NOTES 

COMPLETION  or  THE  NEW  LOAN 

,  Completion  of  the  new  loan  offered  at  two  thousand  million  dollars 
by  a  subscription  estimated  to  aggregate  three  billion  dollars,  the  number 
of  subscribers  being  in  the  neighborhood  of  four  millions,  has  been  the 
outstanding  feature  of  public  finance  during  the  month  of  June.  As  is 
well  understood,  the  proceeds  of  the  loan  have  been  in  part  anticipated 
through  the  placing  of  about  one  thousand  million  dollars  of  short-term 
certificates  of  indebtedness  with  banks,  such  certificates  to  be  converted, 
if  their  holders  desire,  into  the  long-term  bonds  or,  at  the  request  of  the 
holders,  paid  off  out  of  the  proceeds  of  the  bond  sale.  Not  the  least 
significant  aspect  of  the  situation  has  been  the  fact  that  some  99  per  cent 
of  all  of  the  subscriptions  were  in  relatively  small  amounts — ^less  than 
ten  thousand  dollars,  and  that,  in  the  allotting  of  the  new  bonds  to 
subscribers,  the  smaller  applicants  have  been  preferred,  thereby  placing 
these  bonds  presumably  in  the  hands  of  the  permanent  individual 
investors. 

Exactly  how  far  these  subscriptions  have  been  effected  on  the  basis  of 
banking  credit  cannot  be  positively  stated,  but  to  some  extent,  at  least, 
this  has  been  the  case.  Prior  to  the  completion  of  the  subscriptions  the 
federal  reserve  system,  in  the  effort  to  render  the  banking  resources  of  the 
country  readily  available,  had  taken  a  number  of  steps  intended  to 
facilitate  rediscount  of  paper  based  on  bonds,  so  that  there  need  be  no 
doubt  that  would-be  subscribers  could  obtain  such  aid  as  they  might 
stand  in  need  of.  The  steps  in  the  development  of  the  Board's  policy 
may  be  reviewed  as  follows: 

1.  Establishment  of  a  rate  of  3  per  cent  per  annum  for  the  discount 
at  federal  reserve  banks  of  the  direct  oblations  of  member  banks, 
secured  by  Treasury  certificates  of  indebtedness.  These  certificates  were 
issued  at  3  and  3  J  per  cent  per  annum. 

2.  The  establishment  of  a  rate  of  discoimt  at  federal  reserve  banks  of 
3 J  per  cent  per  annum  for  ciistomers'  notes  rediscoimted  with  the  indorse- 
ment of  member  banks  when  such  notes  had  been  originally  given  for  the 
purpose  of  secxuing  funds  for  the  purchase  of  bonds. 

742 
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3.  The  general  grant  of  permission  to  member  banks  to  act  as  agents 
of  non-member  bai^  in  rediscoimting  the  notes  of  the  latter  at  federal 
reserve  banks  in  order  to  obtain  fmids  to  facilitate  the  operations  of  such 
non-member  banks  in  government  bonds. 

4.  The  establishment  of  a  "one-day  rate"  of  from  2  to  4  per  cent  for 
use  in  financial  centers,  chiefly  in  New  York,  for  the  purpose  of  restoring 
to  the  market  funds  temporarily  withdrawn  through  government  loan 
operations. 

5.  Provision  that  notes  of  non-member  banks  might  be  discoimted 
at  federal  reserve  banks  with  the  indorsement  of  a  member  bank  on  the 
same  basis  as  customers'  notes  (that  is,  running  up  to  90  days'  maturity) 
on  condition  that  such  notes  should  be  rediscounted  only  up  to  July  15, 
provided  that  such  notes  were  accompanied  by  an  affidavit  that  the  pro- 
ceeds thereof  had  been  used  for  the  purchase  or  canying  of  bonds. 

6.  General  assurance  to  savings  banks  and  trust  companies  that  the 
Board  desired  in  every  way  to  co-operate  with  them  in  avoiding  shock  or 
disturbance  to  existing  conditions,  and  stood  ready  further  to  secure 
reasonable  extension  of  acconunodations  at  federal  reserve  banks  for  the 
purpose  of  protecting  the  interests  of  such  savings  banks  and  trust  com- 
panies in  the  event  of  necessity  resulting  from  the  withdrawal  of  deposits 
in  order  to  purchase  or  invest  in  government  bonds. 

AMENDMENTS  TO  FEDERAL  RESERVE  ACT 

President  Wilson,  on  June  21,  affixed  his  signature  to  the  bill  amend- 
ing the  Federal  Reserve  act,  which  has  been  under  consideration  in 
both  Houses  at  intervals  practically  ever  since  the  beginning  of  the  special 
session.  The  measure  as  now  adopted  makes  essential  changes  in  the 
Federal  Reserve  act — ^probably  the  two  most  important  being  those 
relating  to  the  status  of  the  federal  reserve  note  and  the  composition  of 
the  reserves  held  by  the  federal  reserve  banks. 

The  federal  reserve  note,  which  is  an  obligation  of  the  United  States 
secured  by  an  ample  reserve  of  gold  and  commercial  paper,  has  been 
accepted  as  willingly  by  the  public  as  a  national  bank  note  or  as  any  other 
form  of  currency,  and  the  public  does  not  discriminate  between  different 
forms  of  United  States  currency.  Federal  reserve  note  circulation  has 
been  substituted  for  gold  certificates  to  the  extent  of  about  $300,000,000. 

Under  the  old  law  this  gold  was  deposited  with  the  federal  reserve 
agents  as  special  collateral  or  protection  for  the  federal  reserve  notes 
issued  upon  receipt  of  it.  The  notes  so  provided  for  thereby,  in  effect, 
ceased  to  be  obligations  of  the  federal  reserve  bank  by  which  they  were 
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issued.  Inasmuch,  therefore,  as  the  gold  did  not  figure  as  an  asset, 
the  federal  reserve  banks  were  unable  to  show  the  greater  cash  reserve 
strength  which  might  have  been  evidenced  if  the  law  had  permitted,  as 
provided  in  the  amendments  now  adopted,  the  issuance  of  federal 
reserve  notes,  not  only  against  commercial  paper,  but  also  against  gold 
or  against  a  combination  of  gold  and  paper  at  the  pleasure  of  the  bank. 
It  is  provided,  now  as  always,  that  every  federal  reserve  note  must  be 
covered  by  at  least  loo  per  cent  of  commercial  paper  or  gold,  or  both,  and 
that  gold  must  be  held  to  an  amoimt  not  less  than  40  per  cent  of  all  out- 
standing federal  reserve  notes,  although,  under  the  amendments,  this 
gold  may  be  counted  and  reported  as  a  part  of  the  bank's  note  reserve, 
thus  doing  a  double  duty — ^as  "collateral"  and  as  reserve. 

The  control  of  gold  by  federal  reserve  banks  in  times  of  abimdance 
such  as  at  present,  it  is  argued,  will  decrease  the  danger  of  inflation  of 
domestic  credits  and  at  the  same  time  will  enable  the  country,  when  the 
tide  turns,  to  part  with  large  sums  of  gold  with  less  inconvenience  or 
shock,  thus  enabling  us  more  safely  and  effectively  to  proceed  with  the 
development  of  our  foreign  trade  and  to  give  the  necessary  credit  facilities 
for  its  extension.  The  United  States  should  be  in  a  position  to  face 
conditions  which  may  call  for  an  outflow  of  gold  without  any  disturbances 
of  our  own  or  to  the  world's  business,  and  without  making  necessary 
drastic  changes  in  our  interest  or  discount  rates.  The  amendments 
enable  the  federal  reserve  banks  to  withdraw  gold  from  actual  circulation 
while  enabling  member  banks  at  the  same  time  to  release  gold  which 
at  present  is  tied  up  in  their  own  vaults.  The  note  amendments  are 
based  upon  the  theory  that  all  of  the  individual  banks  should  strengthen 
the  gold  holdings  of  the  federal  reserve  banks.  The  country's  holdings 
of  gold  are  not  used  most  effectively  when  they  are  in  the  vaults  of  a  large 
nimiber  of  banks  scattered  all  over  the  country,  but  their  greatest  use 
would  come  from  concentrating  them  to  a  greater  degree  in  the  vaults  of 
the  federal  reserve  banks,  where  the  gold  can  be  effectively  protected 
when  not  required  and  effectively  used  when  needed.  The  member  bank 
does  not  require  gold  with  which  to  supply  the  ordinary  demands  of 
its  depositors  so  much  as  currency. 

Probably  the  most  striking  feature  of  the  amendments  as  adopted, 
however,  is  found  in  the  fact  that,  while  the  percentages  of  reserves  to  be 
held  with  reserve  banks  under  the  new  law  are  equal  to  the  percentages 
required  imder  the  old  law  plus  the  amounts  that  might,  at  the  option  of 
the  banks,  have  been  deposited  with  them,  it  is  now  left  to  the  determina- 
tion of  the  local  bank  itself  to  fix  the  amount  of  currency  and  money 
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which  it  will  cany  in  its  own  vaults.  While  of  course  this  would  permit 
a  bank  to  reduce  its  vault  cash  to  an  uiureasonably  low  level,  the  assump- 
tion is  that  it  will  not  do  so  on  account  of  the  pressure  of  necessity  from 
its  customers.  In  some  parts  of  the  country  experience  has  shown  that 
even  the  old  vault  requirements  were  not  sufficient,  so  that  banks  habitu- 
ally kept  much  more  than  they  were  required  by  law  to  hold.  In  other 
parts  of  the  country,  where  demand  is  very  slack,  it  is  probable  that  little 
cash  need  be  carried  by  the  banks  in  their  vaults. 

Among  the  other  features  contained  in  the  new  act  that  are  of  very 
considerable  importance  may  be  mentioned  the  following: 

Amendments  of  Section  i6  to  permit  non-member  banks  and  trust 
companies,  even  though  too  small  to  be  eligible  for  membership  in  the 
federal  reserve  banks,  to  avail  themselves  of  the  clearing  and  collection 
facilities  of  the  federal  reserve  banks,  provided  that  they  cover  at  par 
checks  on  themselves  sent  for  collection  by  the  federal  reserve  bank,  and 
provided,  further,  that  they  keep  a  compensating  balance  with  the  federal 
reserve  bank  in  an  amount  to  be  determined  under  rules  prescribed  by  the 
Federal  Reserve  Board.  This  is  not  intended  to  operate  as  an  extension 
of  any  of  the  privileges  of  the  federal  reserve  system  to  non-member 
banks  at  the  expense  of  members,  but,  on  the  contrary,  the  amendment 
is  proposed  primarily  for  the  convenience  of  the  public,  and  incidentally 
for  the  benefit  of  the  member  banks.  It  is  contemplated  that  the  com- 
pensating balances  which  non-member  banks  participating  in  the  clearing 
plan  will  be  required  to  keep  with  the  federal  reserve  banks  will  be 
sufficiently  large  to  protect  member  banks  and  justify  federal  reserve 
banks  in  undertaking  the  service.  Any  clearing  and  collection  plan 
to  be  effective  must  be  so  comprehensive  as  to  include  all  checks.  At 
present  the  par  lists  of  the  federal  reserve  banks  include  the  names  of 
banks,  checks  on  which  can  be  collected  in  any  circimistances  at  a 
Tninimiim  of  time  and  expense,  but  do  not  embrace  a  large  number  of 
towns  in  every  state  where  there  are  no  member  banks;  and  in  order  to 
make  collection  on  such  points  many  banks  are  obliged  to  maintain 
accounts  in  addition  to  their  reserve  accounts  with  the  federal  reserve 
banks.  A  necessary  factor  in  any  successful  clearing  plan  is  the  offset, 
whereby  balances  only  require  settlement  instead  of  the  total  volume 
of  transactions.  As  long  as  the  clearing  system  does  not  embrace  all  of 
the  banks,  this  offset  is  lost  in  a  corresponding  degree  and  the  value  of 
the  system  diminished  in  proportion. 

Amendment  of  Section  22 — the  penal  statute — so  as  to  define  more 
clearly  the  rights  and  limitations  of  directors  in  the  matter  of  accepting 
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fees  or  compensation,  other  than  the  ordinary  fees  paid  directors^  for 
Intimate  services  rendered  in  the  regular  course  of  business,  the  per- 
formance of  which  service  is  not  incumbent  upon  them  in  their  capacity 
as  directors. 

Amendment  of  Section  13  to  restore  the  provision  which  was  by  error 
stricken  from  the  act  in  the  amendments  of  September  7,  1916,  thus 
restoring  to  national  banks,  with  the  approval  of  the  Federal  Reserve 
Board,  the  right  to  accept  up  to  100  per  cent  of  their  capital  and  surplus 
in  transactions  involving  imports  or  exports. 

Amendment  of  Section  17  to  cancel  the  provision  of  the  National 
Bank  act  which  requires  national  banks  to  maintain  a  minimum  deposit 
of  government  bonds  with  the  Treasurer  of  the  United  States.  National 
banks  are  no  longer  required  to  keep  outstanding  a  minimum  amount  of 
circulating  notes,  and  a  newly  organized  bank  is  not  obliged  to  purchase 
or  carry  any  bonds  of  the  United  States;  but  there  are  a  number  of 
national  banks  organized  before  the  passage  of  the  Federal  Reserve  act 
which  have  retired  their  national  bank  circulation  in  full,  yet  they  are, 
under  a  construction  of  the  old  law,  required  to  keep  on  deposit  with  the 
Treasurer  of  the  United  States  a  certain  minimum  of  United  States 
bonds. 

TRUST  POWERS  OF  NATIONAL  BANKS 

On  June  11  the  federal  Supreme  Court  handed  down  its  decision  in 
the  case  of  Bank  v.  PeUows — a  suit  brought  to  determine  the  constitu- 
tionality of  that  provision  of  the  Federal  Reserve  act  which  authorizes 
member  banks  to  exercise  the  powers  of  executor,  trustee,  administrator, 
and  other  fiduciary  fimctions.  This  suit  had  gone  against  the  federal 
reserve  system  in  the  lower  courts  (in  Michigan),  it  being  there  held  that 
the  provision  of  the  Federal  Reserve  act  under  which  these  powers  were 
granted  was  unconstitutional.  This  view  the  federal  Supreme  Court 
now  declines  to  uphold,  and  in  a  positively  expressed  opinion  takes  the 
view  that  the  section  referred  to  is  beyond  doubt  constitutional,  and  that 
the  banks  to  which  the  Federal  Reserve  Board  has  granted  the  powers 
are  therefore  authorized  to  exercise  them.  The  decision  is  of  large  bank- 
ing importance  because  it  indicates  the  intention  of  the  judicial  authori- 
ties to  support  legislation  under  which  the  national  banks  are  allowed  to 
occupy,  in  part,  a  region  which  has  heretofore  been  reserved  for  the  trust 
companies.  In  many  states,  as  is  well  known,  trust  companies  have 
already  invaded  the  commercial  banking  field,  and  they  will  undoubtedly 
do  so  more  and  more  as  time  goes  on  in  other  states.  The  way  is  thus 
paved  toward  a  unification  of  function  between  the  coramercial  banks  and 
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trust  companies  which  in  time  will  tend  toward  a  condition  in  which  the 
different  classes  of  institutions  rest  upon  an  identical  footing.  Entire 
identity  will,  of  course,  probably  never  be  produced,  but  the  decision 
now  rendered  will  operate  to  eliminate  the  discrimination  and  unfairness 
that  has  grown  out  of  the  conditions  existing  in  some  states  whereby  trust 
companies  could  exercise  conmiercial  banking  functions,  while  the  com- 
mercial banks  could  not  perform  trust-company  functions.  The  decision 
will  also  probably  enable  small  banks  to  serve  the  needs  of  their  various 
commimities  much  better  than  at  present,  since  there  are  many  places  of 
limited  population  or  limited  resources  which  cannot  support  more  than 
one  banking  institution,  and  which  consequently  find  themselves  with  a 
conmiercial  bank  of  limited  capitalization,  but  with  no  facilities  for  the 
performance  of  trust-company  fimctions.  From  the  legal  standpoint 
the  decision  is  interesting  in  that  it  shows  the  continued  disposition 
of  the  Court  to  uphold  Congress  in  vesting  extensive  power  in  Congress 
with  regard  to  banking  and  monetary  questions. 
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Civilization  and  Climate.  By  Ellsworth  Huntington.  New 
Haven:  Yale  University  Press,  1915.     8vo,  xii+333.     $2.50. 

As  the  author  states  in  his  preface,  this  volume  is  a  product  of  the 
new  science  of  geography.  He  might  have  gone  farther,  however,  and 
labeled  it  a  product  of  the  most  advanced  aspect  of  modem  geography,  for 
the  book  is  an  attempt  to  establish  climatic  laws  of  control  over  many  im- 
portant aspects  of  human  life. 

For  a  number  of  years  the  author  has  been  among  the  most  promi- 
nent contributors  to  the  literature  on  climatic  changes  and  related  topics. 
Some  of  the  more  important  of  these  contributions  are  represented  by 
"The  Pulse  of  Asia,"  "Palestme  and  Its  Transformation,"  and  "The 
Climatic  Factor  as  Illustrated  in  Arid  America."  The  present  volume 
may  be  regarded  as  the  culmination  of  these  earlier  contributions,  which 
have  been  spread  over  the  interval  from  1905  to  date.  Its  central  thesis 
is  that  climatic  conditions  and  changes  of  climate  in  historic  periods 
have  been  very  important,  perhaps  the  most  important  of  all,  factors 
influencing  the  development  of  civilization,  as  measured  by  the  sum 
total  of  man's  progress  in  different  parts  of  the  world.  It  is  not  quite 
up  to  the  literary  merit  of  some  of  the  earlier  books,  probably  because 
the  subject  offers  little  chance  for  the  display  of  the  author's  gift  for 
descriptive  narrative. 

The  general  trend  of  the  discussion  is  indicated  by  such  chapter 
headmgs  as  "Race  or  Place,"  "The  White  Man  in  the  Tropics,"  "The 
Effect  of  the  Seasons,"  "The  Effect  of  Himiidity  and  Temperature," 
"Work  and  Weather,"  "The  Ideal  Climate,"  "The  Distribution  of 
Civilization,"  "The  Shifting  of  Climatic  Zones,"  "The  Shifting  Centers 
of  Civilization,"  and  "The  Climatic  Hypothesis  of  Civilization."  In 
the  last-named  chapter,  which  simmiarizes  the  author's  whole  thesis, 
the  main  items  are  the  contention  that  a  particular  kiod  of  climate  is 
necessary  for  the  development  of  a  high  type  of  civilization,  and  that 
the  present  distribution  of  civilization  over  the  surface  of  the  earth 
coincides  with  the  distribution  of  climatic  conditions  which  give  rise 
to  much  energy. 

While  the  author  admits  that  there  may  be  various  objections  to 
these  major  contentions,  he  nevertheless  seems  thoroughly  convinced 
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that  supporting  evidence  is  sufficiently  abundant  and  strong  to  justify 
accepting  the  points  as  the  basis  of  a  working  theory.  The  stoutest 
objector,  however,  must  agree  that  there  are,  in  the  dozen  chapters  pre- 
ceding the  final  conclusions,  a  great  many  facts  which  suggest  the  deduc- 
tions which  the  author  has  made,  and  that  the  material  gathered  from 
so  widely  scattered  sources  and  marshaled  effectively  lends  rather  more 
than  an  air  of  plausibility  to  his  statements.  On  the  other  hand,  it  is 
difficult  to  follow  the  author  in  some  instances,  both  through  his  dis- 
cussion of  data  and  to  the  conclusions  which  he  draws  from  them.  More- 
over, in  the  drawing  of  graphs,  to  present  conveniently  a  large  body  of 
statistical  data  of  different  sorts,  a  process  of  smoothing  the  curves  has 
been  followed  in  a  good  many  cases;  by  this  process  various  details  are 
removed,  and,  if  carried  far  enough,  it  woiJd  produce  straight  lines. 
Although  this  method  can  be  defended,  there  are  some  places  where  the 
coincidence  of  curves  apparently  would  be  slight  if  the  details  of  varia- 
tion were  left  in,  but  from  the  coincidence  of  smooth  curves  important 
conclusions  are  drawn.  That  is  to  say,  the  process  of  smoothing  may 
well  appeal  to  the  reader  as  the  means  by  which  the  data  are  made  to 
fit  the  theory,  and  may  leave  him,  not  only  uncertain  about  accepting  the 
conclusions  without  qualification,  but  also  regretting  that  the  data  were 
not  presented  with  all  their  minor  variations  in  order  that  he  then  could 
form  for  himself  some  notion  as  to  the  kind  and  degree  of  tentative 
qualification  necessary. 

In  the.  main  the  book  is  sure  to  prove  suggestive  and  interesting, 
whether  the  reader  agrees  with  it  or  not.  For  most  readers,  probably, 
the  chief  interest  will  center  on  the  discussion  in  chapters  viii,  ix,  and  x, 
wherein  the  distribution  of  civilization,  vitality,  and  education  in  the 
United  States,  and  the  world-conditions  of  civilization,  are  reduced  to 
charts,  with  relative  degrees  of  desirability,  of  advancement,  and  of 
development  indicated  by  appropriate  s)nnbols.  This  part  of  the  work, 
it  is  interesting  to  note,  represents,  not  simply  the  author's  notions  as 
to  how  various  parts  of  the  world  compare  in  the  scale  of  development 
of  himian  ability,  but  a  combination  of  results  from  his  own  study  and 
opinions  from  many  other  investigators — geographers,  historians,  econo- 
mists, and  so  on,  scattered  the  world  over — ^whose  assistance  was  enlisted 
in  an  attempt  to  group  and  to  grade  important  world-regions  with 
respect  to  their  human  development.  Thus  one  finds  (p.  180,  Fig.  31) 
th^  distribution  of  civilization  indicated  as  of  five  orders:  very  high, 
high,  mediiun,  low,  and  very  low.  Accompanjring  it  (Fig.  30)  is  the 
dbtribution  of  human  energy  as  determined  by  climatic  conditions,  with 
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the  same  five  degrees  of  differentiation.  From  these  charts  the  con- 
clusion is  to  be  drawn  that  human  energy,  dependent  on  climate,  is  a 
large,  if  not  the  determining,  factor  in  the  distribution  of  civilization. 
Similar  charts  are  presented  for  the  distribution  of  literacy  in  the  United 
States. 

Such  items  of  course  are  of  much  interest,  not  only  to  the  geographer, 
but  also  to  those  who  are  working  in  historical  and  social  sciences;  for 
if  Huntington's  contentions  are  to  be  adopted  without  qualification,  it 
is  obvious  that  they  have  a  very  great  bearing  on  the  study  of  history, 
and  more  than  that  perhaps  on  the  present-day  social  and  economic 
problems  of  all  parts  of  the  world.  To  take  a  specific  instance:  if 
Huntington  is  right,  it  now  becomes  more  or  less  practicable  to  specify 
the  conditions  of  climate  under  which  a  given  set  of  operations,  like 
manufacturing  processes,  will  be  most  satisfactorily  carried  out,  and  to 
prejudge,  therefore,  the  relative  merits  6i  this  or  that  section  of  the 
world  for  complex  industrial  progress.  For  example,  the  application  of 
Huntington's  ideas  (chapter  on  "Work  and  Weather")  would  lead  to  the 
conclusion  that  all  humid  tropical  areas  are  naturally  and  permanently 
unsuited  for  efficient  manufacturing  enterprises;  that  education  and  social 
conditions  in  general  (chapter  on  "Vitality  and  Education  in  the  United 
States")  must  permanently  be  less  satisfactory  in  low  latitudes  than  in 
intermediate  zones.  In  short,  by  further  development  of  the  theory 
it  would  be  possible  definitely  to  set  a  relative  value  on  almost  every 
part  of  the  world,  so  far  as  the  climate  of  the  area  would  determine  the 
possibility  of  human  advancement.  Obviously,  therefore,  it  is  a  book 
which  every  geographer,  historian,  economist,  or  any  other  interested 
in  hiunan  progress  should  read. 

The  scientific  world  unquestionably  is  indebted  to  the  author  for 
the  amount  of  material  which  he  has  gathered  and  presented  in  usable 
form  and  for  the  effective  fashion  in  which  he  has  siunmarized  the  pres- 
ent status  of  our  knowledge  concerning  the  dependence  of  man  on  the 
climatic  elements  in  his  environment.  Probably  most  of  his  readers, 
after  they  finish  the  volume,  will  feel  that  a  great  many  qualifications 
must  be  added  to  the  main  conclusions  and  that  the  problem  of  proving 
the  "climatic  hypothesis  of  civilization"  is  extremely  difficult,  involving 
very  elaborate  studies  of  different  human  groups  prosecuted  over  long 
intervals  of  time.  For  that  reason  the  conservative  position  at  present 
is  to  regard  the  theory  as  a  very  interesting  one,  which  may  sometime  be 
satisfactorily  substantiated,  but  which  is  not  now  in  a  form  to  receive 
general  acceptance.  ^^^  g_  ^^^ 
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Business  CompeHtion  and  the  Law.  By  Gilbert  H.  Montague. 
New  York:   Putnam.    Pp.  vS+318.    $1.75. 

The  law  of  business  competition  is  a  relatively  new  legal  subject. 
Though  the  Sherman  act  of  1890  dealt  broadly  with  competitive  rela- 
tions, it  remained  for  the  anti-trust  laws  of  1914  specifically  to  declare 
unlawful  ^'unfair  methods  of  competition  in  commerce."  This  legis- 
lative provision  merely  established  a  standard,  and  there  naturally  has 
been  much  uncertainty  as  to  what  methods  of  competition  are  ''fair" 
and  what  are  ''unfair."  Business  men,  it  is  claimed,  are  eager  to  obey 
the  law,  but  the  legislative  standard  is  too  vague  to  serve  as  a  safe  guide 
in  the  conduct  of  practical  affairs.  Moreover,  the  meaning  of  the  pro- 
visions in  the  Clayton  act  forbidding  the  price  discrimination  and  "tying 
contracts"  is  not  clear.  This  state  of  affairs  induced  the  author,  who 
as  a  lawyer  has  threshed  these  questions  out  in  numerous  cases,  to  write 
a  book  for  business  men — a  book  which  would  give  them  some  idea  of 
the  nature  of  the  readjustments  in  their  business  which  the  anti-trust 
laws  made  necessary.  As  the  book  was  written  for  business  men  rather 
than  for  scholars,  and  as  it  was  avowedly  written  in  moments  snatched 
from  professional  duties,  the  author  asks  that  it  be  judged  by  that  stand- 
ard, and  that  readers  excuse  the  many  evidences  of  haste  in  preparation. 

The  author  urges  business  men  not  to  treat  the  anti-trust  laws 
lightly.  There  is  danger  in  adopting  s^gressive  methods  of  dealing 
with  competitors,  and  tiiere  is  an  equal  danger  in  too  harmonious  rela- 
tions with  competitors.  The  prices  of  competitors'  goods  may  be  met 
and  new  brands  may  be  introduced  to  parallel  competing  brands,  but 
the  emphasis  must  be  placed  on  selling  one's  own  goods,  and  not  on 
preventing  the  sale  by  others  of  their  goods.  Above  all,  the  business 
man  must  avoid  any  appearance  of  unlawful  intent.  The  attitude  of 
the  government  seems  to  be  that  "safety  lies  in  minding  your  own  busi- 
ness; and  the  man  who  begins  to  mind  his  competitor's  business  is  invit- 
ing trouble."  Great  care  should  also  be  exercised  in  writing  letters, 
particularly  when  they  establish  policies,  for  the  government  may  get 
hold  of  them  and  make  use  of  them  in  court  proceedings.  Again,  exclu- 
sive dealer  agreements,  a  pet  abomination  of  the  government,  should 
be  entered  into  with  the  greatest  circimispection.  The  same  is  true 
of  "t)dng  contracts,"  which  are  much  more  common  than  is  generally 
realized.  A  contract  whereby  a  manufacturer  of  incandescent  lamps 
agrees  to  supply  a  factory  for  a  year  with  all  the  lamps  it  needs  is  illegal, 
unless  this  contract  does  not  "substantially  lessen  competition."  Even 
an  exclusive  contract  to  manufacture  letter-boxes  for  Uncle  Sam  may  be 
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illegal,  in  spite  of  the  fact  that  the  government  is  a  party  to  the  contract. 
Neither  do  patents  provide  a  complete  protection.  The  possession  of  a 
patent  is  no  justification  for  acts  which  are  not  provided  for  in  the  patent 
law  and  which  are  not  necessary  for  the  protection  of  the  patent.  Even 
the  infringement  of  a  lawful  patent  does  not  justify  a  resort  to  imfair 
methods  of  competition.  And  as  for  trade  associations,  they  are, 
generally  speaking,  to  be  avoided.  Trade  associations  to  fix  prices,  to 
pool  profits,  or  to  divide  territory  in  respect  to  unpatented  articles  at 
least,  are  held  to  be  as  dangerous  as  larceny.  So  £dert  are  the  govern- 
ment and  the  courts  that  trade  associations  of  these  types  are  urged  to 
give  the  anti-trust  laws  the  benefit  of  the  doubt. 

While  the  author  seems  to  have  great  respect  for  the  energy  of  the 
Department  of  Justice  in  prosecuting  the  anti-trust  laws,  he  is  not  in 
s)nnpathy  with  its  work.  "The  Attorney-General's  men,"  he  says, 
"not  only  are  adepts  at  stripping  off  disguises,  but  are  exasperatingly 
suspicious  and  cynical  in  their  view  of  some  very  common  methods  of 
conpetition."  The  Department  is  accused  of  exercising  great  ingenuity 
in  placing  a  sinister  "interpretation"  on  all  exclusive  dealer  agreements. 
Again,  "any  association  activity  resembling  boycotting  or  black-listing 
immediately  arouses  ....  the  pr3dng  curiosity  of  the  United  States 
Attorney."  Such  statements  betoken  an  ill-concealed  impatience  with 
the  anti-trust  laws  and  the  government's  manner  of  enforcement.  The 
reviewer,  on  the  other  hand,  welcomes  the  adoption  of  a  governmental 
code  of  salesmanship,  and  finds  his  respect  for  the  Department  of  Justice 
and  its  activity  increased  rather  than  decreased  by  the  reading  of  this 

book. 

Eliot  Jones 
Leland  Stanfokd  Junior  UNivERsmr 


The  Social  Survey,    By  Carol  Aronovici.    Philadelphia:  Harper 

Press,  1916.    Pp.  ix+255. 
Community  Action  through  Surveys,    By  Shelby  M.  Harrison. 

New  York:  Russel  Sage  Foundation,  Department  of  Surveys 

and  Exhibits,  1916.    Pp.29.    $0.10. 

There  is  a  steadily  widening  demand  for  the  plain  facts  about  the 
problems  of  our  practical  daily  life.  The  muckraker  has  gone  out  of 
fashion;  the  social  surveyor  is  his  successor.  The  interest  in  social 
problems  which  the  stimulating  descriptions  of  the  popular  writers 
created  has  been  inherited  by  the  social  investigator.    All  over  the 
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country  little  groups  of  people  who  a  few  years  ago  met  together  to 
cultivate  a  taste  for  literature  and  art  are  now  studying  their  local  com- 
munities and  devising  plans  to  reform  them.  This  is  the  survey  move- 
ment. 

These  people  want  direction  in  their  studies.  Some  years  ago  Carol 
Aronovici  wrote  a  little  pamphlet  to  meet  this  need.  It  was  entitled 
Knowing  One's  Own  Communiiy  and  was  published  and  circulated  by 
the  Unitarian  Society  of  Boston.  The  present  volume  is  an  expansion 
of  that  panq>hlet.  In  some  particulars  it  is  an  improvement.  It  con- 
tains a  general  bibliography,  some  excellent  illustrations,  and  a  chapter 
on  housing,  all  of  which  are  very  real  additions  to  the  earlier  voliune. 
In  order  to  give  more  body  to  the  book,  however,  the  author  has  diluted 
its  very  practical  suggestions  with  a  washy  social  philosophy  which 
rather  detracts  from  the  general  excellence  of  the  earlier  pamphlet.  It 
is  not  a  handbook  for  social  surveyors,  but  it  is  a  first-rate  introduction 
for  the  average  citizen  to  the  problems  of  his  commimity. 

The  social  survey,  according  to  the  angle  from  which  you  approach 
it,  presents  itself  as  a  method  of  investigation,  a  social  movement,  or 
a  means  of  social  reform.  Aronovici,  in  his  voliune.  The  Social  Survey , 
puts  the  emphasis,  in  the  main,  upon  investigation.  In  Shelby  M. 
Harrison's  little  pamphlet.  Community  AcHon  through  SurveySy  the  empha- 
sis is  on  action.  The  survey,  as  he  understands  it,  is  a  method  of  social 
control,  of  government.  It  is  a  part  of  the  new  democracy  in  which 
participation  of  the  people  and  efficient  government  are  reconciled.  In 
contrast  with  the  poUtical  action  through  the  medimn  of  party  conflict 
it  proposes  that  social  reform,  while  emanating  from  the  people,  shall 
be  based  on  fact  rather  than  doctrine  and  be  carried  into  effect  by  the 
community,  in  the  interest  of  the  community,  rather  than  by  a  party 
in  the  interest  of  a  party.    It  is  the  real  referendmn. 

This  is  the  way  in  which  Harrison  states  the  matter: 

To  sum  up  the  survey  in  a  few  sentences  at  this  point,  it  is  an  implement 
for  more  intelligent  democracy,  its  chief  features  or  characteristics  being:  the 
careful  investigation,  analysis,  and  interpretation  of  the  facts  of  social  prob- 
lems; the  recommendation  and  outlining  of  action  based  on  the  facts,  and  the 
acquainting  and  educating  of  the  community  not  only  to  conditions  found  but 
to  the  corrective  and  preventive  measures  to  be  adopted.  The  siurvey  lays, 
moreover,  emphasis  upon  the  importance  of  stud3dng  problems  in  their  various 
commimity-wide  relations  and  urges  co-operative  action  on  a  community-wide 
basis.  It  deals  with  the  whole  district  and  endeavors  to  lead  individuals  to 
think  in  terms  of  the  whole.    It  is  the  application  of  scientific  method  to  the 
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study  and  solution  of  social  problems,  which  have  specific  geographical  limits 
and  bearings,  plus  such  a  spreading  of  its  facts  and  recommendations  as  wiU 
make  them,  as  far  as  possible,  the  common  knowledge  of  the  community,  and 
a  force  for  intelligent  co-ordinated  action. 

This  is  unquestionably  the  most  accurate  statement  extant  of  the 
motives  that  have  entered  into  the  making  of  the  social  survey,  which 
is  not  primarily  a  method  of  investigation,  but  rather  a  method  of  social 
action.    This  defines  its  usefulness  and  explains  its  popularity. 

Robert  E.  Park 
University  or  CmcAOO 


A  Financial  History  of  Texas.  By  Edmund  Thornton  Miller.  (Bul- 
letin of  the  University  of  Texas,  1916,  No.  37.)  Austin,  Texas. 
8vo  paper,  pp.  viii+444.    $1 .00. 

This  book,  the  first  finandal  history  of  the  state  of  Texas  to  appear  since 
1853,  when  V^^lliam  Gouge  published  his  Fiscal  History  of  Texas,  supplies 
practically  all  of  the  facts  relevant  to  the  fiscal  operations  of  the  state  of  Texas 
from  the  date  of  the  earliest  white  settler  to  the  present  time.  Being  largely 
a  mass  of  statistical  detail,  it  interests  the  casual  reader  not  so  much  as  it 
does  the  careful  student  of  public  finance,  and  more  particularly  those  who  are 
interested  in  the  past  history  of  thb  commonwealth.  The  writer  has  followed 
a  well-organized  plan  covering  expenditiures,  receipts,  the  public  debt,  and  the 
various  special  taxes  used  to  derive  revenue  in  each  of  the  following  epochs: 
Part  I,  "The  Spanish-Mexican  Period";  Part  11,  "The  Republic,  1836-1846"; 
Part  m,  "The  State,  1846-1861";  Part  IV,  "The  Civil  War,  1861-1865"; 
Part  V,  "The  Reconstruction,  1865-1874";  Part  VI,  "The  Period  of  Recovery, 
1874-1880";  and  Part  Vn,  "The  Period  1881-1915." 

Owing  to  the  fact  of  the  extended  period  of  frontier  life,  the  Revolution, 
the  Indian  wars,  the  Civil  War,  and  the  prostration  and  anarchy  that  existed 
throughout  the  Reconstruction,  the  greater  part  of  the  state's  expenditures 
during  the  first  three  quarters  of  the  nineteenth  centiuy  were  devoted  to  main- 
taining the  existing  order,  and  it  was  not  until  the  latter  date  that  the  Wagne- 
rian law  of  public  expenditures  began  to  operate.  Since  1881  the  outlay  has 
increased  intensively  and  extensively.  Both  the  state  and  local  governments 
have  imdertaken  new  functions,  at  the  same  time  performing  old  and  new 
functions  more  efficiently  and  completely.  As  evidence  of  this  fact,  it  is 
pointed  out  that  from  1881  to  191 5  the  total  annual  expenditures  increased 
609  per  cent,  whereas  those  on  account  of  education,  charities,  and  corrections 
increased  1,317  per  cent. 

Property  was  laid  down  as  the  test  of  taxable  capacity  as  early  as  1821  and 
has  been  retained  up  to  the  present,  although  supplemented  at  varioxis  times 
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by  other  forms,  such  as  the  corporation,  general  occupation,  license,  inheri- 
tance taxes,  etc.  As  in  many  other  commonwealths,  the  pres^it  system  rests 
heavily  on  real  estate,  while  intangible  personal  property  escapes  with  light 
assessments,  owing  to  the  worn-out  state  constitutional  provisions  relating 
to  taxation  laid  down  at  a  time  when  the  corporation  was  not  so  great  a  factor 
as  now,  the  urban  population  was  small,  and  the  conditions  for  the  operation 
of  the  general  property  tax  were  more  favorable. 

Texas  is  in  the  rearguard  of  the  American  states  as  respects  its  methods  of 
taxation,  with  its  strict  adherence  to  the  general  property  tax,  its  uniform  rate 
upon  all  classes  of  property,  and  its  decentralized  system  of  administration. 
The  worst  feature  apparently  is  the  utta:  lack  of  correlation  of  the  S3rstem  as 
a  whole.  For  example,  railroad  properties  throughout  the  state  are  assessed 
for  the  most  part  in  piecemeal  by  local  assessors,  and  there  is  no  state  super- 
vision by  a  central  body  in  the  fixing  of  assessments  of  the  property  of  either 
individxiab  or  corporations,  a  most  '^incomprehensible"  state  of  affairs. 

Various  proposals  have  been  made  in  and  out  of  the  legislature  to  remove 
these  evils.    The  writer  (p.  387),  in  commenting  on  desirable  reforms  says: 

If  the  property  tax  is  retained  as  a  state  tax,  some  system  of  state  control  over 
assessments  should  be  adopted.  Decentralization  of  adminbtratlon  has  failed  in  the 
adminbtration  of  the  public  lands.  Centralization  should  succeed  decentralization, 
and  the  state  board  or  commission  should  have  the  power  to  supervise  assessments 
of  property  for  state  taxation,  should  have  authority  over  assessors  and  collectors, 
and  should  assess  the  property  of  corporations  which,  like  railroads,  express  companies, 
telegraph  and  telephone  companies,  do  a  state-wide  business.  The  present  state  tax 
board  is  deficient  in  power  and  is  wrongly  constituted. 

The  adoption  of  a  budget  system  and  the  amending  of  the  constitution 
so  as  to  allow  a  larger  public  debt,  now  limited  to  $200,000,  are  among  other 
measures  proposed.  The  unusually  low  allotment  for  the  state  indebtedness 
reflects,  the  stringency  which  existed  at  the  time  the  constitution  was  adopted 
in  1875,  and  the  mutual  distrust  which  existed  between  the  legislative  and 
executive  branches  of  the  government.  The  amount  is  far  below  the  present 
requirements  of  the  state  and  should  be  raised. 

The  reviewer  feels  that  greater  space  should  be  given  to  the  practical 
suggestions  made  in  the  conclusion.  In  view  of  their  importance,  it  seems  that 
much  of  the  value  of  the  work  is  lost  because  they  are  not  discussed  more 
fully.  A  very  useful  part  of  the  history  consists  of  the  chapters  introducing 
each  epoch.  These  chapters  sketch  the  economic  and  social  characteristics 
of  the  epoch  and  at  the  same  time  serve  as  an  index  to  the  financial  data  which 
follows.  The  writer,  in  advocating  income  instead  of  property  as  a  measure 
of  ability  to  pay  taxes,  an  income  tax  which  distinguishes  between  income 
property  and  personal  exertion  in  the  rate,  special  assessments  for  improve- 
ments, and  a  moderate  land  increment  tax,  shows  himself  to  be  fully  abreast 
of  modem  tendencies  in  tax  reform  movement. 
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Some  Legal  Phases  of  Corporate  Financings  Reorganization  and  Regida- 
Hon.  By  Francts  Lynde  Stetson,  James  Byrne,  Paul  D.  Cra- 
VATH,  George  W.  Wickersham,  Gilbert  H.  Montague,  George 
S.  Coleman,  William  D.  Guthrie.  New  York:  Macmillan,  1917. 
8vo,  pp.  ix+389.    $2 .75. 

This  work  comprises  a  series  of  addresses  by  eminent  lawyers  delivered  at 
the  instance  of  the  Association  of  the  Bar  of  the  dty  of  New  York.  Although 
stated  to  be  designed  primarily  for  the  practical  guidance  of  practicing  lawyers, 
they  will  be  of  interest  and  value  to  students  of  corporation  problems,  the  trust 
problem,  and  public  utilities. 

The  first  three  addresses  deal  with  corporation  problems.  The  address 
on  the  preparation  of  corporate  bonds,  mortgages,  collateral  trusts,  and  deben* 
tures  is  an  excellent  statement  of  some  of  the  legal  problems  involved  in  finan- 
cing by  means  of  bond  issues.  It  contains  a  short  but  highly  interesting 
accoimt  of  the  modem  bond  and  mortgage.  The  addresses  on  the  foreclosure 
of  corporate  mortgages  and  the  reorganization  of  corporations  throw  light  on 
the  legal  problems  involved  in  reorganizations  under  the  American  law.  The 
latter  address  is  more  than  a  mere  legal  discussion;  it  is  a  description  of  the 
actual  process  of  reorganization  and  of  many  of  the  practical  problems  involved. 
There  are  two  addresses  on  the  trust  problem— one  on  the  Sherman  act 
and  the  other  on  the  Clayton  and  Trade  Commission  acts.  The  former  is  a 
dear  exposition  of  some  of  the  main  features  of  the  law  as  interpreted  by 
the  courts,  but  it  indudes  no  criticism  and  little  analysis  of  unsettled  problems. 
The  address  on  the  Clayton  and  Trade  Commission  acts  is  also  mainly  descrip- 
tive rather  than  analytical.  Its  most  interesting  feature  is  its  analysis  of 
section  5  of  the  Clayton  act,  a  section  designed  to  facilitate  private  damage  suits 
under  the  anti-trust  laws.  The  analysis  tends  to  show  that  the  section  fails 
to  accomplish  its  purpose. 

Of  the  two  addresses  on  public  utilities,  the  first  deals  only  with  the  New 
York  law  and  commissions.  The  second  is  a  general  criticism  of  commissions 
as  they  exiist,  on  the  groimd  that  commis^oners  are  unqualified  to  handle  the 
problems  with  which  they  deal,  that  conmiissioAS  have  more  than  they  can 
properly  do,  and  that,  being  administrative  as  well  as  judidal  bodies,  commis- 
sions are  unable  to  give  a  fair  and  impartial  hearing.  The  author  favors 
divorcing  conmiissions  from  their  administrative  activities,  the  appointment 
of  technical  experts  as  commissioners,  and,  strange  to  say  in  view  of  the  second 
proposal,  giving  the  courts  full  power  to  review  questions  of  fact.  This 
thought-provoking  paper  is  marred  by  a  very  evident  hostility  toward  com- 
missions. One  also  feds  that  much  more  is  involved  in  the  questions  of  whether 
commissioners  must  be  technical  experts  and  whether  commissions  should  be 
administrative  as  well  as  judicial  bodies  than  the  author  indicates. 

Of  these  addresses,  the  three  on  corporation  problems  are  by  far  the  most 
interesting  to  the  economist.  With  the  exception  of  the  last  address  on  public 
utilities,  the  other  addresses  tend  to  be  mainly  descriptive,  with  little  analysis. 
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The  Land  Credit  Problem.  By  George  E.  Putnam.  (Bulletin  of  the 
University  of  Kansas,  XVII,  No.  18.)  Lawrence,  1916.  8vo, 
pp.  107.    $0.75. 

This  work  deals  with  one  phase  of  the  rural-credit  problem — ^the  provision 
of  long-term  land  mortgage  credit.  The  problem  splits  up  into  two  principal 
parts,  which,  as  the  author  points  out,  call  for  different  treatment  and  which 
must  be  clearly  distinguished  in  order  to  avoid  unsound  policies:  (i)  The 
provision  of  land  credit  for  landowners  and  (2)  the  provision  of  land  credit 
for  those  seeking  to  become  landowners.  With  reference  to  each  of  these 
problems  the  author  discusses  the  present  situation  and  need  for  reform  in 
the  United  States,  the  methods  used  by  foreign  coimtries,  the  attempts,  actual 
and  proposed,  to  deal  with  the  problem  in  the  United  States.  Finally,  he 
offers  general  suggestions  toward  the  solution  of  each  problem. 

The  author  believes  that  the  land-credit  needs  of  landowners  can  be  ade- 
quately supplied  by  institutions  conducted  for  profit.  The  fundamental  defect 
of  the  present  system  lies  in  the  character  of  the  institutions  on  which  the  farmer 
is  dependent,  the  lack  of  specialists  in  the  business  of  negotiating  farm  mort- 
gage loans,  which  is  laigely  due  to  distrust  of  farm  mortgage  bonds  and  farm 
mortgage  companies  following  the  collapse  of  the  farm  mortgage  boom.  Evi- 
dences of  renewed  confidence  in  land  mortgage  bonds  are  not  lacking,  and, 
admitting  the  prejudice  against  debenture  bonds,  the  author  believes  that  the 
bonds  of  well-regulated  farm  land  banks  may  attain  the  standing  of  collateral 
trust  bonds  (which  they  more  nearly  resemble  than  railroad  debentures),  once 
the  pubUc  has  become  accustomed  to  debenture  securities. 

In  discussing  proposed  solutions  of  the  farm  tenancy  problem  the  author 
points  out  the  fallacy  in  the  popular  belief  that  a  material  reduction  in  the 
rate  of  interest  to  aU  farmers  would  enable  farm  tenants  to  become  their  own 
masters.  The  effect  of  lower  rates  would  be  to  promote  the  spirit  of  land 
speculation,  to  raise  the  value  of  land,  and  only  to  further  the  movement 
toward  concentration  in  ownership.  Efforts  to  reduce  farm  tenancy  by  reducing 
the  borrower's  rate  of  interest  must  limit  the  borrowing  power  of  present 
landowners  at  the  privileged  rates  and  should  require  that  the  land  acquired 
be  cultivated  by  the  owner  as  resident  for  a  definite  period  of  years. 

The  work  is  a  very  concise,  penetrating,  and  judidal  analysb  of  a  problem 
which  has  been  the  subject  of  much  prejudice  and  ill-digested  thinking.  The 
excellent  discussion  of  the  Federal  Farm  Loan  act  is  virtually  the  counterpart 
of  the  author's  article  in  the  American  Economic  Renew  for  December,  1916. 


ValuaHon,  Depreciation  and  the  Rate-Base.    By  Carl  E.  Grunsky 
and  Carl  E.  Grunsky,  Jr.    New  York:  John  Wiley  &  Sons, 
Inc.,  1917.    Svo,  pp.  viii+387.    $4.00. 
This  work  on  the  valuation  of  utilities  and  mines  contains  little  new  material 

for  most  students  of  the  subject.    It  is  primarily  an  exposition  of  established 
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practices  in  valuation  without  much  critical  appraisal  of  their  soundness. 
Students  beginning  the  study  of  valuation,  however,  will  find  the  work  a  clear 
and  helpful  presentation  of  the  subject. 

The  work  is  not  well  balanced  in  its  emphasis*  By  far  the  most  satis- 
factory part  is  the  discussion  of  depreciation.  The  tables  showing  the  manner 
in  which  the  sinking  fund,  equal  payments,  straight  line,  and  imlimited  life 
methods  work  out  when  applied  in  different  manners  should  greatly  aid  the 
new  student  in  understanding  the  differences  between  the  methods.  On  the 
other  hand,  the  discussion  of  the  legal  basis  for  regulation  is  so  brief  as  to  be 
of  slight  value.  The  important  subjects  of  the  valuation  of  land  and  water 
rights  are  discussed  in  a  very  general  way.  On  the  question  of  the  right  of 
utilities  to  share  in  the  genend  prosperity  of  the  commimity  the  authors 
hold  that  the  utilities  are  entitled  to  share  even  under  regulation,  but 
believe  that  this  should  be  accomplished  by  raising  the  rate  of  return  rather 
than  by  allowing  a  value  greater  than  the  amoimt  invested  in  the  business. 
The  authors  do  not  attempt  to  justify  their  position  that  utilities  are  entitled 
to  a  return  above  that  necessary  to  induce  the  investment  of  capital,  nor  do 
they  discuss  how  the  share  to  which  utilities  are  entitled  in  the  general  pros- 
perity is  to  be  ascertained. 

The  book  contains  extensive  and  conveniently  arranged  tables  on  the 
probable  useful  life  of  various  articles  (with  authorities),  expectancy  and 
remaining  value  according  to  probable  life,  present  value  of  $i.oo  at  future 
dates,  and  compoimd  interest,  annuity,  amortization,  and  depreciation  tables. 
The  chapter  on  the  valuation  of  mines  and  oil  properties  contains  an  interest- 
ing simimary  of  the  methods  of  valuing  these  properties  by  various  states 
for  taxation. 


Rural  Land  Ownership  among  the  Negroes  of  Virginia.  By  Samuel 
Bitting.  (Publications  of  the  University  of  Virginia — ^Phelps- 
Stokes  Fellowship  Papers.)  Charlottesville,  Va.:  The  Michie  Co., 
1915.    8vo,  pp.  no. 

This  monograph  is  a  report  of  an  investigation  carried  on  by  Mr.  Bitting 
during  his  incumbency  of  the  Phelps-Stokes  Fellowship  at  the  University  of 
Virginia  diuing  the  sesdon  of  1914-15.  The  work,  which  takes  the  form  of  a 
survey,  treats  of  the  social  and  economic  conditions  among  the  negro  population 
in  selected  rural  districts  in  the  state  of  \^rginia,  and  attempts  to  show  the 
relationship  between  land  ownership  and  moral  responsibility  and  regeneration. 
Throughout  the  work  a  contrast  is  made  between  the  conditions  of  welfare 
in  rural  districts  and  corresponding  dty  conditions.  Agriculture  is  virtually 
the  only  occupation  wherein  the  negro  wiU  finally  succeed,  concludes  the 
writer,  after  reviewing  the  facts  of  the  unequal  competition  with  the  whites  in 
the  trades  and  the  influx  of  immigrants  from  Southern  Europe  into  the  South. 
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That  part  of  the  problem  which  is  biologic  will  find  solution  in  the  proper 
adjustment  between  environment  and  racial  inheritance,  whereas  the  purely 
social  aspect  consists  in  developing  the  qualities  which  will  make  the  negro 
responsible  to  himself  and  society.  But  the  most  important  part  of  the  prob- 
lem is  economic.  Here,  as  elsewhere,  the  problem  of  economic  independence 
lies  at  the  very  heart  of  the  problem  of  welfare;  all  other  social  adjustments 
follow  as  its  result.  In  the  last  analysb  it  resolves  itself  into  maintaining  by 
increased  efficiency  the  advantage  which  the  negro  now  enjoys  in  the  rural 
districts.  In  greater  ownership  of  land  lies  the  most  important  element  of  the 
solution. 

The  work  on  the  whole  is  well  done,  although  it  lacks  organic  unity  in 
places  and  would  be  improved  by  a  rearrangement  which  would  avoid  the 
duplications  found  in  chaps,  i  and  ii.  Much  of  the  statistical  material  found 
in  chap,  i  could  be  placed  in  chap,  iii  where  present  conditions  are  treated. 


Property    and    Society.    By    Hon.    Andrew    Alexander    Bruce. 

(National  Social  Science  Series.)    Chicago:  A.  C.  McClurg  &  Co., 

19 16.    i2mo,  pp.  150.    $0.50. 

This  work  is  an  elementary  exposition  of  the  nature  and  significance  of 
private  property.  It  discusses  the  legal  and  social  concept  of  property,  the 
origin  of  private  property,  the  necessity  for  private  property,  and  particularly 
the  limitations  imposed  on  private  property  rights  by  the  interests  of  the  pub- 
lic and  of  other  property-owners.  This  last  thane,  which  is  the  main  topic 
in  the  book,  is  developed  in  a  series  of  chapters  on  private  property  and  per- 
sonal liberty,  the  right  of  the  state  to  prevent  waste,  employers*  liability  acts, 
the  right  of  combination,  the  right  to  bequeath  and  inherit,  and  anarchism 
and  socialism. 

The  book  is  characterized  by  a  marked  social  an^  historical  point  of  view. 
Property  is  presented,  i^t  as  a  bundle  of  technical  legal  rights,  but  as  a  social 
institution  which  has  been  different  in  different  periods  and  imder  different 
social  sjTstems  and  which  has  been  changed  to  fit  into  the  conditions  of  the 
time  and  place.  The  absence  of  a  formal  legalistic  point  of  view  is  particu- 
larly noteworthy  in  view  of  the  author's  position  in  the  legal  world. 

The  least  satisfactory  part  of  the  book  is  the  discussion  of  the  origin  of 
property.  The  author  gives  no  exposition  of  the  various  theories  of  the  origin 
of  private  ownership  (except  a  slight  reference  to  Veblen's)  and  his  own  theory 
or  statement  is  decidedly  vague. 

The  author  tends  to  be  dogmatic  on  economic  matters.  He  decides  with 
practically  no  discussion  that  monopolies  should  be  regulated  rather  than 
dissolved.  In  discussing  inheritance  taxes  he  says  (p.  1 2 1) :  ^^  It  is  reaUy  inmia- 
terial  to  society  as  a  ^hole  who  owns  property  as  long  as  it  is  beneficially  used.*' 
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One  Hundred  Years  of  Savings  Banking,  Including  Bibliography  on 
TkrifL  By  Edward  L.  Robinson.  New  York:  Savings  Bank 
Section,  American  Bankers'  Association,  191 7.    i2mo,  pp.  89. 

This  little  volume,  comprising  twenty-nine  pages  of  text  and  sixty  pages 
of  bibliography,  has  been  prepared  under  the  direction  of  the  Savings  Bsmk 
Section  of  the  American  Bankers'  Association.  The  text  is  written  by  Mr. 
Edward  L.  Robinson,  vice-president  of  a  savings  bank  in  Baltimore,  and  the 
bibliography  prepared  by  Marian  A.  Glenn,  librarian  of  the  American  Bankers' 
Association.  The  volume  is  chiefly  valuable  for  the  extensive  bibliography, 
which  is  selective  in  the  mam  but  coUecUve  for  the  subjects  closely  related  to  the 
bankers'  thrift  campaign  and  the  centennial  of  American  savings  banks.  The 
bibliography  covers,  not  only  thrift  in  its  negalive  aspects  of  saving,  but  also 
in  its  positive  aspects  of  co-operation  and  ef&dent  management. 

The  topics  covered  by  the  bibliography  are  as  follows:  "Thrift  and  Sav- 
ings," "Individual  Thrift,"  "Domestic  Thrift,"  "Evidences  of  Thriftlessness," 
"Economics  of  Thrift,"  "Industrial  Thrift,"  "Business  Thrift,"  "Banking 
Thrift,"  "National  Thrift,"  "International  Thrift,"  "Thrift  Agencies," 
"  Nation-V^de  Thrift  Movement  Inaugurated  to  Celebrate  Centennial  Anniver- 
sary of  Savings  Banks  in  America." 


Co-operative  CredUfor  the  United  States.  By  Henry  W.  Wolff.  New 
York:  Sturgis  &  Walton,  1917.  i2mo,  pp.  vi+349.  $1.50 
This  is  a  welcome  volume  by  the  well-known  author  of  Peoples  Banks. 
The  purpose  of  the  book  is  to  rewrite  People's  Banks  and  other  works  in  a  man- 
ner suited  to  the  ideas  and  habits  of  American  readers,  and  also  to  elucidate 
the  principles  of  co-operative  credit  and  to  show  how  they  may  be  adapted  to 
the  peculiarities  of  American  life.  The  conclusion  is  distinctiy  optimistic  as 
to  the  future  of  co-operative  credit  in  the  United  States. 
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THE  LEGALITY  OF  THE  COMBINATION  OF  COMPET- 
rrORS  UNDER  THE  SHERMAN  ACP 

The  question  to  what  extent  combination  of  competitors  is 
permissible  under  the  Sherman  act  is  probably  the  most  important 
unsettled  question  in  the  interpretation  of  the  act.  To  the  four 
other  questions  of  prime  importance  relating  to  the  scope  of  the 
act — viz.,  (i)  Are  comers  illegal?  (2)  Are  combinations  for  the 
purpose  of  boycotting  illegal?  (3)  Are  contracts  for  the  main- 
tenance of  resale  prices  illegal  ?  and  (4)  What  restrictions  does  the 
act  impose  upon  competitive  methods — ^we  either  have  fairly 
definite  answers  in  so  far  as  the  fundamental  principles  are  con- 
cerned, or  the  questions  have  been  rendered  academic  by  the  Trade 
Commission  act  or  by  the  Clayton  act.  United  States  v.  Patten^  holds 
that  running  a  comer  is  contrary  to  the  Sherman  act.  Loewe  v. 
Lawlor^  and  Eastern  Retail  Lumber  Dealers^  Association  v.  United 

'  Because  the  statement  of  Mr.  Justice  Holmes  in  his  dissent  in  the  Northern 
Securities  case  (193  U.S.  197  at  403) — that  the  word  "monopolize"  in  the  second 
section  of  the  Sherman  act  is  synonymous  with  "restraint  of  trade"  in  the  first  section 
and  that  the  second  section  is  intended  to  apply  to  individuals  the  prohibitions  which 
the  first  section  applies  to  combinations — appears  to  be  accepted  by  the  court  (Stand- 
ard Oil  Co.  V.  United  States,  221  U.S.  i  at  p.  61),  for  the  sake  of  convenience  the  phrase 
"restaint  of  trade"  alone  will  be  used  in  the  following  discussion  in  referring  to  the 
objects  of  the  prohibitions  of  the  act. 

«  22s  U.S.  325.  *  208  U.S.  274. 
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States^  establish  that  combinations  for  the  purpose  of  boycotting 
violate  the  statute.  Dr.  Miles  Medical  Co.  v.  John  D,  Parke  6* 
Sons  Co/  holds  that  a  contract  for  the  maintenance  of  resale  prices 
violates  the  statute,  even  though  the  contract  is  between  a  single 
manufacturer  and  his  dealers.  The  status  of  imfair  competitive 
methods  is  less  definitely  settled  because  it  has  not  been  decided 
what  methods  are  imfair  and  imder  what  circumstances  they  are 
unfair.  The  principle  seems  to  be  definitely  established,  however, 
that  the  injury  of  a  competitor's  business  by  the  use  of  unfair 
competitive  methods  is  an  undue  restraint  of  trade.^  The  Trade 
Conmiission  act  definitely  declares  all  unfair  methods  of  competition 
to  be  illegal.  As  to  what  are  unfair  competitive  methods,  several 
of  the  most  common  and  most  important  unfair  practices — local 
price-cutting,  use  of  bogus  independents  and  "fighting  brands"  for 
the  purpose  of  destroying  competition,  and  tying  contracts  (when 
not  reasonably  necessary  for  the  efficient  and  economical  marketing 
of  the  commodity) — ^have  been  held  unfair,  at  least  when  practiced 
by  large  and  powerful  combinations.*  The  Clayton  act  has  a 
prohibition  of  doubtful  value  against  price  discrimination  and  an 
apparently  effective  one  against  "tjdng"  contracts.^ 

*  234  U.S.  60.  The  question  whether  boycotting  is  a  restraint  of  trade  was  under 
consideration  also  in  Grenada  v.  Mississippi,  217  U.S.  600.  The  court  held  it  to  be  a 
restraint  of  trade  and  a  Mississippi  statute  prohibiting  it  as  a  restraint  of  trade  to  be  a 
Intimate  exercise  of  the  police  power  in  protection  of  the  freedom  of  trade. 

•  220  U.S.  373. 

i  In  the  Standard  Oil  case  (221  U.S.  58)  the  court  held  that  the  act  prohibited  all 
agreements  or  acts  which  "had  not  been  entered  into,  or  performed  with,  the  legitimate 
purpose  of  reasonably  forwarding  personal  interest  and  developing  trade,"  but  "with 
the  intent  to  do  wrong  to  the  general  public  and  to  limit  the  right  of  individuals." 

4  The  leading  cases  on  local  price-cutting  are  United  States  v.  American  Tobacco 
Co,j  221  U.S.  106;  United  States  v.  EJ.  Dupont  de  Nemours  fir  Co,,  188  Fed.  127  (see 
also  dissolution  decree  reprinted  in  Stevens,  Industrial  Combinations  and  Trusts, 
p.  469);  United  States  v.  Great  Lakes  Towing  Co.,  208  Fed.  733;  217  Fed.  656;  United 
States  V.  Hamburgh- American  S.S.  Line,  216  Fed.  971 ;  United  States  v.  Eastman  Kodak 
Co.,  226  Fed.  62.  The  leading  cases  on  tying  contracts  are  United  States  v.  American 
Tobacco  Co.,  221  U.S.  106;  Standard  Sanitary  Manufacturing  Co.  v.  United  States, 
226  U.S.  20;  United  States  v.  Pacific  and  Arctic  Co.,  228  U.S.  87;  United  States  v. 
Grea  Lakes  Towing  Co.,  208  Fed.  733;  217  Fed.  656;  United  Slates  v.  Keystone  Watch 
Case  Co.,  218  Fed.  502;  United  States  v.  Eastman  Kodak  Co.,  226  Fed.  62. 

<  Unless  the  courts  shall  hold  the  clause  in  section  2  of  the  Clayton  act  permitting 
discrimination  in  price  on  account  of  differences  in  grade,  quality,  or  quantity  to  n^ean 
only  "reasonable"  discrimination,  thb  section  appears  to  be  a  "joker." 

Section  3  of  the  Clayton  act  declares  exclusive  sales  agreements  and  rebates  based 
on  exclusive  dealing  illegal  when  their  effect  is  substantially  to  lessen  competition  or 
to  tend  to  create  monopoly. 
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The  legality  of  the  combmation  of  competitors,  however, 
remains  in  doubt.  Numerous  combinations  have  been  dissolved 
under  the  act,  but,  with  the  exception  of  four  cases,  in  every  dis- 
solution which  has  been  passed  upon  by  the  Supreme  Court  there 
has  been  either  proof  or  admission  by  demurrer  of  acts,  such  as 
oppression  of  competitors  or  exaction  of  exorbitant  prices  from 
consumers,  which  in  themselves  were  recognized  as  restraints  of 
trade.'  Three  cases  in  which  there  was  no  claim  or  admission  of 
illegal  practices — the  Trans-Missouri  Freight  Association  case,* 
the  Joint-Traffic  Association  case,^  and  the  Northern  Securities  Co. 
case* — occurred  before  the  announcement  of  the  "rule  of  reason'* 
in  the  Standard  Oil  and  Tobacco  cases.  The  court  expressly  held 
that  the  combinations  were  illegal,  regardless  of  the  reasonableness 
of  their  actual  practices  and  regardless  of  whether  they  were 
justified  in  order  to  prevent  cut-throat  competition.  Two  of  the 
combinations — ^the  Trans-Missouri  Freight  Association  and  the 
Joint-Traffic  Association — ^were  simply  price-fixing  organizations 
in  which  no  unity  of  ownership  and  no  imity  of  operation  were 
created.  Such  combinations  are  less  likely  than  consolidations  to 
appeal  to  the  courts  as  being  necessary  to  realize  economies  of 
marketing  or  production.  The  Northern  Securities  Company  cre- 
ated a  imified  ownership  of  the  combining  enterprises  which  might 
have  developed  into  unification  of  the  operating  organization.  The 
case,  however,  was  decided  by  a  closely  divided  court  with  strong 
dissenting  opinions  by  the  present  Chief  Justice  and  Mr.  Justice 
Holmes.  This  case,  moreover,  was  decided  before  the  combiaation 
had  been  in  operation  a  sufficient  period  of  time  to  indicate  whether 

*  The  cases  in  which  combinations  of  competitors  have  been  dissolved  or  held 
illegal  under  the  Sherman  act  by  the  Supreme  Court,  but  in  which  practices  illegal 
in  themselves  were  present,  are:  AddysUm  Pipe  and  Steel  Co,  v.  Untied  States,  175  U.S. 
211  (1899);  Montague  v.  Lowry,'igs  U.S.  38  (1904);  Swift  fir  Co.  v.  United  Slates,  196 
U.S.  375  (1905);  Bobbs  Merrill  Co.  v.  Straus,  210  U.S.  339  (1908);  Continental  Wall 
Paper  Co,  v.  Voight  6r  Sons  Co,,  212  U.S.  227  (1909);  Standard  Oil  Co,  v.  United  States, 
221  U.S.  I  (1911);  United  States  v.  American  Tobacco  Co.,  221  U.S.  106  (1911);  Stand- 
ard Sanitary  Manufacturing  Co,  v.  United  States,  226  U.S.  20  (191 2);  United  States  v. 
Reading  Co.,  226  U.S.  324  (1912);  Nash  v.  United  States,  229  U.S.  373  (»9i3);  Straus 
V,  American  Publishers*  Association,  231  U.S.  222  (1913);  Thomsen  v.  Cayser  (decided 
March  16, 191 7),  61  U.S.L.  ed.  353. 

'* »  United  States  v.  Trans-Missouri  Freight  Association,  166  U.S.  290  (1897). 

r  *  United  States  v.  Joint-Traffic  Association,  171  U.S.  505  (1898). 
<  Northern  Securities  Co.  v.  United  States,  193  S.  197  (19U.04). 
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Its  practices  would  be  legal  or  illegal  and  does  not,  therefore,  indi- 
cate whether  a  combination  is  subject  to  dissolution  if  during  years 
of  existence  its  practices  have  proven  consistently  legal. 

The  fourth  instance  of  dissolution  involving  no  illegal  practices 
by  the  combination  is  the  Union  Pacific  case.'  This  case  followed 
the  Standard  Oil  and  Tobacco  decisions.  The  combination  was 
also  an  actual  operating  unification  rather  than  a  mere  price-fijdng 
arrangement.  This  case,  therefore,  would  appear  to  express  the 
present  law  upon  the  legality  of  combinations  involving  actual 
unification  of  operating  organization  which  have  been  guilty  of  no 
specifically  illegal  practices.  In  a  number  of  subsequent  cases, 
however,  the  lower  courts  either  have  held  contrary  to  the  doctrine 
of  the  Union  Pacific  case  or,  where  the  point  was  not  involved,  have 
expressed  dicta  contrary  to  the  case.  Judge  Sanborn's  dissent  in 
the  Harvester  case,*  the  opinion  of  the  court  in  the  Keystone  Watch 
Case  Company  case,^  the  Hamburgh-American  Line*  and  Prince 
Line  cases,*  the  Steel  Corporation  case,^  and  the  Eastman  Kodak 
case^  all  hold  that  illegal  practices  or  a  clear  illegal  purpose  in 
addition  to  the  mere  combination  of  competitive  enterprises  are 
necessary  in  order  to  violate  the  statute.* 

«  Untied  states  v.  Union  Pacific  R.R.,  226  U.S.  61  (1912). 

*  214  Fed.  987  (1914). 

^218  Fed.  502  (1915).  This  case,  however,  holds  that  if  the  question  of  the  legality 
of  the  combination  is  raised  shortly  after  the  formation  of  the  combination,  before  it 
has  had  a  chance  to  demonstrate  its  character  by  its  practices,  the  combination  may 
be  dissolved  if  there  b  a  reasonable  probability  of  restraint  of  trade  resulting  from  the 
combination. 

<  216  Fed.  671  (1914).  *  223  Fed.  55  (1915)- 

*  220  Fed.  230  (1915).  '  226  Fed.  62  (1915). 

*  United  States  v.  Great  Lakes  Towing  Co.,  208  Fed.  733  and  217  Fed.  656,  and 
United  States  v.  American  Can  Co,,  230  Fed.  859  and  234  Fed.  1019,  have  also  been 
interpreted  as  expressing  the  view  that  the  mere  combination  of  competitors  is  not 
enough  to  constitute  a  violation  of  the  statute.  This,  however,  seems  a  misinter- 
pretation. The  cases  appear  to  have  been  decided  upon  the  point  that  dissolution  of 
the  combination  was  unnecessary  in  order  to  restore  competitive  conditions.  United 
States  V.  St,  Louis  Terminal  Railroad  Association,  224  U.S.  383,  has  also  been  referred 
to  as  authority  that  "good"  trusts  are  not  subject  to  dissolution  despite  their  control 
over  the  market  and  the  elimination  of  competition  which  they  bring  about.  This 
interpretation  is  also  erroneous.  The  St.  Louis  Terminal  Association  was  not  a  good 
trust,  in  the  sense  that  its  practices  had  conformed  with  the  law.  The  reason  why  it 
was  not  dissolved  was  that  because  of  the  pecidiar  circumstances  of  the  case  the  asso- 
ciation, when  properly  conducted,  tended  to  promote,  rather  than  to  hinder,  com- 
petition between  the  railroads  entering  St.  Louis.  This  is  radically  different  from  a 
combination  which  hinders,  rather  than  promotes,  competition. 
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Thus  the  question  whether  combinations  of  competitors,  in 
themselves,  and  regardless  of  the  fact  that  their  practices  in  no  way 
restrain  trade,  may  ever  be  in  restraint  of  trade,  and,  if  so,  under 
what  drcimistances  they  restrain  trade,  still  appears  in  doubt. 
Does  the  rule  of  reason  penalize  only  combinations  inflicting  positive 
injury  upon  others,  or  does  it  also  penalize  the  mere  restriction  of 
competition  which  results  from  the  combination  of  competitors, 
regardless  of  its  actual  effect  upon  trade  ?  If  the  latter,  does  the 
rule  of  reason  distinguish  between  combinations  in  the  form  of  mere 
price-fixing  agreements  and  combinations  involving  some  degree 
of  operating  unification  and'  possibly  bringing  about  operating 
economies  ?  Combinations  involving  unification  of  operation  may 
eliminate  competition  from  the  market  even  more  effectively  than 
mere  price-fixing  agreements  between  enterprises  retaining  their 
independence,  and  probably  possess  much  greater  power  over  the 
market  than  would  the  combination  of  the  same  companies  by 
means  of  a  price-fixing  agreement.  Does  the  fact  that  a  con- 
solidation of  independent  enterprises  into  a  single  operating  organ- 
ization eliminates  competition  and  creates  a  power  to  dominate  the 
market,  in  precisely  the  same  way  as  a  price-fixing  agreement, 
vitiate  the  consolidation  in  all  cases  where  a  price-fixing  agreement 
would  be  illegal,  or  does  the  rule  of  reason  recognize  that  such 
consolidations  are  necessary  to  realize  legitimate  business  purposes 
and  permit  them  as  long  as  they  wield  their  power  legally  ?  What 
is  the  test  of  a  "reasonable"  combination  ?  Is  it  the  actual  or  the 
probable  effects  of  the  combination  ? 

Section  7  of  the  Clayton  act,  which  deals  with  combinations, 
renders  no  aid  because  it  is  confined  to  the  prohibition  of  combina- 
tion by  the  acquisition  of  stock  or  "other  share  capital"  of  one  or 
several  companies  by  another.  It  can  be  evaded  by  the  outright 
purchase  of  the  corporation's  property.  The  constitutionality  of 
the  prohibition,  in  sec.  7,  of  the  acquisition  of  stock  or  other 
share  capital  by  one  corporation  in  another  or  by  a  holding 
company  in  several  companies  "where  the  effect  may  be  to  sub- 
stantially lessen  competition"  between  the  corporation  making 
the  acquisition  and  the  corporation  whose  stock  is  acquired,  or, 
in  the  case  of  a  purchase  by  a  holding  company,  between  the 
several  corporations  whose  stock  is  acquired,  is  doubtful.    Every 
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acquisition  of  a  controlling  interest  by  one  competing  corporation  in 
another  or  by  a  holding  company  in  several  competing  corporations 
necessarily  eliminates  competition  between  the  corporations,  if  the 
control  is  exercised.  If  the  corporations  are  in  competition  for  a 
substantial  proportion  of  their  business,  the  result  would  be  a 
"substantial"  lessening  of  competition  between  the  corporations, 
contrary  to  the  prohibition  of  the  statute.  The  question  is  whether 
this  prohibition  is  so  closely  related  to  the  prevention  of  restraint 
of  trade  as  to  bring  it  within  the  power  of  Congress  to  regulate 
commerce.  Although  it  is  well  settled  that  the  prohibition  of  the 
acquisition  of  property  may  be  sufficiently  related  to  the  protection 
of  commerce  from  restraint  as  to  be  justified  as  an  exercise  of  the 
power  to  regulate  commerce,  there  is  a  limit  beyond  which  the 
prohibition  of  the  acquisition  of  property  ceases  to  be  an  appropriate 
means  of  preventing  unreasonable  restraints  of  trade.  This  limit 
would  seem  to  be  passed  by  a  prohibition  against  the  acquisition  of 
a  controlling  interest  in  any  corporation  which  competed  to  a 
"substantial"  extent  with  the  acquiring  corporation  or  by  a  third 
company  in  several  competitors,  regardless  of  how  insignificant  was 
the  proportion  of  the  line  of  business  controlled  by  the  competitors. 

The  provision  is  also  open  to  the  attack  that  it  limits  the  freedom 
of  contract,  contrary  to  the  Fifth  Amendment,  on  the  same  ground, 
that  the  restriction  on  the  freedom  to  acquire  property  is  greater 
than  is  reasonably  necessary  to  protect  trade  from  undue  restraints. 

Should  this  provision  of  the  section  be  held  void,  the  prohibition 
of  the  section  would  be  limited  to  the  acquisition  of  stock  by  one 
of  two  competitors  in  the  other  or  by  a  holding  company  in  several 
competitors  where  the  effect  may  be  "to  restrain  ....  commerce 
in  any  section  or  community,  or  tend  to  create  a  monopoly  of  any 
line  of  commerce."  This  is  substantially  the  same  prohibition  as 
the  Sherman  act  contains,  and  the  same  principles  which  apply  in 
the  interpretation  of  the  Sherman  act  would  apply  in  the  inter- 
pretation of  this  section. 

I 

Before  discussing  the  controversy  between  those  who  hold  that 
combination  per  se  may  be  a  violation  of  the  statute  and  those  who 
insist  that  something  more  is  necessary,  it  may  be  desirable  to  dear 
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up  a  possible  source  of  confusion.  The  question  may  be  raised  how 
the  argument  that  combinations  of  competitors  may  not  in  them- 
selves be  a  restraint  of  trade  can  be  reconciled  with  the  fact  that 
such  combinations  have  been  dissolved.  If  it  is  the  acts  of  the 
combination  rather  than  the  combination  itself  which  are  illegal, 
why  is  not  an  injunction  against  the  wrongful  acts  sufficient? 
Does  not  the  fact  that  combinations  have  been  dissolved  indicate 
that  there  is  inherent  in  combinations  something  which  violates 
the  act? 

The  dissolutions  cannot  be  explained  on  the  ground  that  they 
are  a  penalty  for  transgressing  the  statute,  for  dissolution  is  the  act 
of  a  court  of  equity.  Equity  acts  to  remove  existing  or  to  prevent 
future  wrongs  but  not  to  inflict  penalties  for  past  wrongs. 

When  an  injunction  will  give  effective  relief,  the  rule  apparently 
is  that  an  injimction  will  be  the  remedy.'  There  are  cases,  however, 
in  which  an  injimction  will  not  furnish  effective  relief.  Such  may 
be  the  case  when  the  combination  controls  prices.  It  is  well 
established  that  the  exaction  of  extortionate  prices  by  a  monop- 
olistic combination  is  a  restraint  of  trade.  The  principles  which 
determine  what  is  a  fair  price  are  complicated  and  not  worked  out. 
The  ascertainment  of  the  facts  necessary  to  determine  what  is  a 
fair  price  is  an  equally  formidable  task.    The  courts  are  unequipped, 

'  United  States  v.  St,  Louis  Terminal  Railroad  Association  (224  U.S.  383).  In  this 
case  a  tennmal  railroad  association  was  found  guilty  of  discriminatory  practices  in 
restraint  of  trade.  The  court  found,  however,  that  the  illegal  practices  could  be 
prevented  without  dissolving  the  combination  and  held  that  the  decree  should  be 
confined  to  the  prohibition  of  the  offending  practices.  The  court  said :  ''  If ,  as  we  have 
pointed  out,  the  violation  of  the  statute,  in  view  of  the  inherent  physical  conditions, 
grows  out  of  administrative  conditions  which  may  be  eliminated  and  the  obvious 
advantages  of  unification  preserved,  such  a  modification  of  the  agreement  between  the 
Terminal  Co.  and  the  proprietory  companies  as  shall  constitute  the  former  the  bona 
fide  agent  and  servant  of  eveiy  railroad  line  which  shall  use  its  facilities,  and  an 
inhibition  of  certain  methods  of  administration  to  which  we  have  referred,  will  amply 
indicate  the  wise  purpose  of  the  statute  and  will  preserve  to  the  public  a  system  of 
great  public  advantage.'' 

In  United  States  v.  Great  Lakes  Towing  Co.,  208  Fed.  733  and  217  Fed.  656,  a 
combination  of  towing  companies  controlling  90  per  cent  of  the  business  in  fourteen 
lake  ports  was  found  guilty  of  violating  the  anti-trust  act.  The  court  held  that,  since 
without  certain  practices  in  conducting  the  business  there  would  have  been  no  violation 
of  the  act  and  since  the  illegal  practices  would  be  adequately  prevented  by  an  injunc- 
tion, an  injimction  was  all  the  relief  that  would  be  given. 
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both  by  training  and  by  experience,  to  deal  with  each  of  these 
problems.  Even  should  the  court  surmount  these  obstacles  and 
ascertain  what  is  a  fair  price,  its  labor  would  be  wasted,  for,  with 
constantly  changing  costs  and  market  conditions,  what  would  be  a 
fair  price  today  would  not  be  a  fair  price  tomorrow.  On  accoimt 
of  these  conditions  an  injimction  against  a  combination  charging 
more  than  reasonable  prices  or  more  than  any  specific  price  would 
utterly  fail  to  give  adequate  relief.  The  only  way  to  give  relief  in 
such  a  case  is  to  attempt  to  restore  competition  by  breaking  up  the 
combination.  This  appears  to  be  one  basis  for  the  dissolutions  in 
the  Standard  Oil,  Tobacco,  and  Powder  cases.  The  American  Can 
Company  case,  in  which  the  court  found  that  the  company 
influenced  prices,  but  refused  to  dissolve  the  consolidation  on  the 
groimd  that  its  influence  was  declining  and  would  probably  dis- 
appear within  a  reasonable  time  without  the  aid  of  judicial  action, 
indicates  also  that  control  of  prices,  when  no  immediate  relief  is  in 
sight,  may  furnish  groimd  for  dissolution.' 

When  a  combination  has  exhibited  a  persistent  and  deeply 
seated  tendency  to  resort  to  unfair  and  oppressive  practices,  the 
court,  taking  into  accoimt  the  difficulties  of  proof,  the  delay  and 
expense  of  ascertaining  whether  the  combination  shall  actually 
have  complied  with  an  injunction,  and  the  fact  that  when  great 
power  is  possessed  there  is  a  peculiar  temptation  to  resort  to 
oppressive  practices,  may  deem  it  expedient  to  dissolve  the  com- 
bination, although  an  injunction  possibly  might  furnish  adequate 
relief.  This  was  the  view  of  the  district  court  in  the  Com  Products 
Co.  case — a  case  now  before  the  Supreme  Court  on  appeal.^    In  the 

X  In  this  case  (234  Fed.  1019)  the  court  said:  "The  defendant  does  fix  the  prices 
at  which  an  overwhehning  majority  of  the  packers'  cans  are  sold.  It  is  the  most 
potent  factor  in  determining  the  price  at  which  all  of  them  are  disposed,  but  its  power 
to  do  so  depends  upon  its  making  a  fairly  accurate  estimate  of  market  conditions.  Any 
considerable  increase  in  prices  would  promptly  bring  a  host  of  new  competitors  into 
the  field.  It  is  neither  certain  nor  probable  that  it  will  be  able  to  maintain  its  relative 
position  in  the  field.  The  business  and  resources  of  some  of  its  competitors  have  been 
steadily  growing,  both  relatively  and  absolutely.  A  continuation  of  the  present  con- 
ditions may  well  result  in  the  development  of  some  of  them  \mtil  competition  will  again 
control  the  market.  It  is  by  no  means  unlikely  that  this  result  may  be  attained  even 
earlier  than  the  public  could  begin  to  enjoy  the  benefits  which  the  government  hopes 
a  dissolution  would  immediately  confer." 

*  234  Fed.  964.  The  court  said  (p.  1018) :  "None  of  these  considerations  seem  to 
me  sufficient  to  prevail  over  the  wisdom  of  disintegrating  a  combination  which  has 
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Great  Lakes  Towing  Company'  and  the  American  Can  Company 
cases,*  however,  long-continued  and  flagrant  violations  of  the  act 
did  not 'cause  the  combinations  to  be  dissolved  in  spite  of  the 
vigorous  contention  of  the  prosecution  that  dissolution  was  neces- 
sary in  order  to  give  adequate  relief. 

n 

The  supporters  of  the  theory  that  the  mere  combination  of 
competitors  may  violate  the  statute  are  confronted  with  the  prob- 
lem of  showing  wherein  the  mere  union  of  previously  independent 
competitors  creates  a  restraint  of  trade.  It  is  evident  that  the 
combination  by  wrongful  practices  may  restrain  trade,  but,  if 
the  practices  of  the  combination  are  exemplary,  what  is  there  in 
the  unification  of  competitors  which  subjects  it  to  attack  ? 

The  supporters  of  the  theory  that  mere  combination  may  be 
illegal  advance  two  principal  arguments  to  prove  that  a  combina- 
tion of  competitors  may  be  illegal  although  its  practices  are  legal: 

I.  The  destruction  or  material  restriction  of  the  general  opera- 
tion of  competition  which  results  from  the  general  unification  of 
competitors  in  a  given  field  of  business  is  in  itself  a  restraint  of 
trade.  This  is  so,  regardless  of  the  fact  that  the  combination 
imposes  no  restrictions  upon  the  freedom  of  any  trader  nor  deliber- 
ately impedes  the  coui;se  of  trade  in  any  way,  and  even  though  there 
may  appear  no  danger  that  the  combination  in  the  future  may 

shown  such  an  inveterate  and  incorrigible  insistence  upon  interfering  with  the  course 

of  commerce  which  the  law  demands The  suit  is,  it  is  true,  not  punitive  in 

character,  but  the  stockholders  are  in  such  cases  responsible  for  the  conduct  of  the 
business  by  the  officers  in  charge.  Such  loss  as  is  involved  in  removing  from  their 
hands  the  power  which  they  have  so  persistently  used  contrary  to  law  is  an  inevitable, 
though  unfortunate,  incident  in  the  enforcement  of  the  statute. 

"In  all  cases  where  the  history  of  the  combination  has  been  such  as  this,  the 
Supreme  Court  has  declined  to  rest  upon  injunctions  alone.  The  difficulties  of  proof, 
the  delay,  the  cimibersome  inquiry  necessary  to  ascertain  again  whether  the  defendant 
shall  have  actually  discontinued,  all  make  against  such  a  limitation.  It  may  be  safely 
assumed  that  evidence,  such  as  was  by  chance  available  here,  of  the  actual  purposes, 
of  those  in  charge  will  never  again  exist.  Without  it,  perhaps,  it  is  doubtful  whether  ~ 
the  case  could  have  been  proved.  Yet  it  is  a  reasonable  assurance  to  take  that,  when 
an  innate  proclivity  has  so  abundantly  manifested  itself  over  a  period  of  years,  it  shaU 
be  disabled  from  f<!irther  opportunity.  No  case,  it  seems  to  me,  could  more  require  a 
remedy,  imless  injunctions  are  to  serve  for  the  only  remedy." 

*  208  Fed.  733  and  especially  217  Fed.  964. 

*  230  Fed.  859  and  especially  234  Fed.  1019. 
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deliberately  impede  the  course  of  trade  by  the  exaction  of  unreason- 
able prices,  the  deterioration  of  goods  or  service,  or  the  use  of  unfair 
practices.  The  argument  is  based  on  the  theory  that  the  prevalence 
of  competition  is  promotive  of  the  development  of  industry,  of  the 
discovery  and  adoption  of  new  processes,  and  of  a  stimulus  to  serve 
the  public,  and  that,  when  this  stimulating  influence  of  competition 
is  substantially  interfered  with  by  the  combination  of  a  sufficient 
number  of  competitors,  trade  is  restrained,  even  though  no  person 
in  particular  suffers  any  specifically  ascertainable  restriction  of  his 
freedom  to  buy  and  sell. 

2.  The  statute  is  directed  against  the  mere  undue  power  over 
trade,  as  well  as  the  positive  impediments  imposed  upon  the  freedom 
of  trade,  when  such  power  is  obtained  by  the  artificial  means  of 
combining  independent  plants  rather  than  by  normal  growth.  The 
reason  for  this  is  the  danger,  said  to  amount  almost  to  a  certainty, 
that  dominating  power  over  a  market,  when  possessed,  will  be 
wrongfully  exercised  to  the  detriment  of  the  public  or  of  competi- 
tors of  the  combination.' 

The  first  of  these  objections  relates  to  the  general  and  unpre- 
meditated influence  which  a  great  combination,  resulting  in  the 
destruction  or  substantial  limitation  of  competition,  exerts  upon 
the  development  of  trade — ^an  effect  entirely  independent  of  possible 
deliberate  wrongful  practices  of  the  combination.  The  second 
relates  to  the  specific  injuries  which  may  follow  from  the  exercise 

'  A  third  possible  reason  why  a  combination  may  be  illegal  is  that  it  is  formed  with 
an  illegal  purpose.  Direct  proof  of  such  purpose  is  rarely  possible.  It  may  be  shown 
by  the  acts  of  the  combination,  which,  even  though  apparently  innocent  and  harmless 
when  considered  individually,  may  reveal  an  illegal  purpose  when  considered  col- 
lectively and  as  parts  of  a  general  plan  {Swift  £r  Co.  v.  UnUed  StaUs^  196  U.S.  375  at 
p.  396).  In  such  a  case,  however,  the  combination  would  fall  in  the  class  of  combina- 
tions illegal  because  of  their  acts  rather  than  because  of  their  inherent  nature.  It  may 
be  shown,  also,  by  the  extent  of  the  control  acquired  over  the  market  {United  States  v. 
Reading  Co,y  226  U.S.  324  at  p.  370).  This  id  an  unsatisfactory  test  because  it  is 
generally  possible  to  urge  that  the  large  combination  is  required  to  accomplish  some 
legitimate  purpose,  such  as  the  prevention  of  cut-throat  competition  or  the  realization 
of  operating  economies.  Finally,  the  circumstances  of  the  formation  of  the  combina- 
tion and  perhaps  the  nature  of  its  organization  (as  in  the  case  of  mere  price  agreements) 
may  indicate  an  illegal  purpose.  Here  again  it  is  frequently  possible  to  urge  a  legiti- 
mate purpose,  such  as  prevention  of  cut-throat  competition.  A  subjective  test,  such 
as  purpose,  is  highly  imsatisfactory,  and  objective  tests,  where  possible,  should  be 
substituted. 
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of  its  power  in  an  oppressive  manner.  Neither  of  these  argumentSi 
however,  relates  at  all  to  the  elimination  of  competition  caused  by 
the  combination  of  several  competitors  controlling  an  insignificant 
portion  of  the  business.  Expressions  of  opinion  to  the  effect  that 
every  combination  which  eliminates  competition  between  any  two 
competitors,  regardless  of  how  small  and  insignificant,  is  a  restraint 
of  trade  under  the  Sherman  act  are  foimd,  it  is  true,  in  the  opinions 
of  the  lower  courts  in  the  Standard  Oil  and  Tobacco  cases.  This, 
however,  has  never  been  the  predominant  view  of  the  courts.  Even 
in  the  Joint-TraflBc  Association  case,  before  the  adoption  of  the 
"rule  of  reason,"  the  court  expressly  stated  that  the  mere  com- 
bination of  competitors  is  not  in  every  case  illegal.'  It  is  recog- 
nized that  the  combination  of  small  and  weak  competitors,  by 
increasing  their  competitive  power,  may  stimulate  rather  than 
impair  competition  in  the  field  of  business  as  a  whole,  and  it  is 
with  the  general  competitive  situation  that  the  law  is  concerned. 

The  answer  of  those  who  insist  that  the  mere  combination  of 
competitors  does  not  violate  the  statute  to  the  argmnent  that  the 
general  elimination  or  restriction  of  competition  in  a  field  of  business 
in  itself  restrains  trade,  because  it  brings  about  a  slackening  in  the 
development  of  industry  and  a  lessened  incentive  to  serve  the 
public,  is  that  it  is  based  upon  too  broad  a  conception  of  restraint 
of  trade.  The  more  extreme  of  those  who  insist  upon  a  narrow 
construction  of  restraint  of  trade  hold  that  restraint  of  trade  refers 
simply  to  impedunents  upon  men's  freedom  to  engage  in  business — 
that  is,  to  the  acts  or  agreements  which  tend  to  exclude  them  from 
certain  callings  or  lines  of  business.  The  restraint  may  be  either 
subjective  or  objective — subjective  when  imposed  by  a  man  on 
himself  by  a  contract  in  which  he  restricts  his  freedom  to  pursue 

« 171  U.S.  505  (1898).  Mr.  Justice  Peckham  said  (p.  567):  "We  might  say  that 
the  fonnation  of  corporations  for  business  or  manufacturing  purposes  has  never,  to  our 
knowledge,  been  regarded  in  the  natxire  of  a  contract  in  restraint  of  trade  or  commerce. 
The  same  may  be  said  of  the  contract  of  partnership.  It  might  also  be  diffioilt  to  show 
that  the  appointment  by  two  or  more  producers  of  the  same  persons  to  sell  their  goods 
on  commission  was  a  matter  in  any  degree  in  restraint  of  trade.  We  are  not  aware 
that  it  has  ever  been  claimed  that  a  lease  or  piirchase  by  a  farmer,  a  manufacturer,  or 
merchant  of  an  additional  farm,  manufactory,  or  shop,  or  the  withdrawal  from  business 
of  any  farmer,  merchant,  or  manufacturer,  restrained  commerce  or  trade  within  the 
legal  definition  of  that  term." 
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a  certain  calling  or  business ;  or  objective  when  imposed  by  strangers 
in  the  form  of  unfair  and  predatory  competitive  methods,  threats, 
and  coercion  tending  to  drive  out  those  who  are  in  the  business  and 
to  prevent  outsiders  from  entering.  This  conception  of  restraint 
of  trade  does  not  include  oppression  of  consumers,  such  as  the 
exaction  of  extortionate  prices,  the  limitation  of  output,  or  the 
deterioration  of  the  quality  of  goods  or  service.  It  has  never  been 
followed  by  the  Supreme  Court  and  is  now  definitely  discredited. 
It  is  best  represented  by  Mr.  Justice  Holmes's  dissent  in  the  North- 
em  Securities  case'  and  by  a  Massachusetts  case.* 

The  more  moderate  of  those  who  insist  upon  a  narrow  con- 
struction of  restraint  of  trade  contend  that  restraint  of  trade 
includes  every  definite  and  specific  restriction  upon  the  freedom  of 
others  to  buy  or  sell  or  conduct  their  business  as  they  see  fit.  This 
concept  includes  the  oppression  of  consimaers  as  well  as  of  com- 
petitors. As  the  use  of  many  legitimate  business  methods  involves 
a  restriction  of  someone's  freedom  to  buy,  sell,  or  conduct  his  busi- 
ness as  he  sees  fit,  the  restraint  of  trade  condemned  by  the  statute 
must  be  those  restrictions  on  freedom  either  accomplished  by  imfair 
methods  or  carried  to  an  unreasonable  extent.  The  effect  of  a 
combination  upon  the  freedom  of  others  to  trade  may  be  considered 
from  three  points  of  view:^  (i)  its  effect  upon  the  competitors  or 

*  193  U.S.  197  at  pp.  403-5- 

*  Central  Shade  Roller  Co.  v.  Cuskman,  143  Mass.  353  (1887).  In  re  Greene  52 
Fed.  104,  at  p.  116  holds  excliision  of  others  an  essential  of  monopoly. 

*  In  the  Standard  Oil  case  (221  U.S.  i  at  p.  52)  Chief  Justice  White  defined  the 
evils  which  caused  monopolies  to  be  held  illegal  and  which,  he  states  later,  became  the 
basis  for  holding  combinations  to  be  illegal  as  in  restraint  of  trade,  as  follows:  ''(i) 
The  power  which  the  monopoly  gave  to  the  one  who  enjoyed  it,  to  fix  the  price  and 
thereby  injure  the  public;  (2)  the  power  which  it  engendered  of  enabling  a  limitation 
on  production;  and  (3)  the  danger  of  deterioration  in  quality  of  the  monopolized 
article,  which,  it  was  deemed,  was  the  inevitable  resultant  of  the  monopolistic  control 
over  its  production  and  sale.'' 

In  the  Keystone  Watch  Case  Company  case  (218  Fed.  502  at  p.  518)  Judge 
McPherson  gives  a  broader  interpretation  of  the  manner  in  which  trade  may  be 
restrained.  He  says:  'Competitors  must  not  be  oppressed  or  coerced;  fraudulent 
or  oppressive  rivalry  must  not  be  pursued Then,  too,  prices  must  not  be  arbi- 
trarily fixed  or  maintained.  Ordinarily  the  play  of  the  great  forces  that  influence  the 
market  will  determine  prices,  and  these  forces  must  be  allowed  to  have  their  unhindered 
effect.  And  a  corollary  from  this  consideration  is  that  an  artificial  scarcity  must  not 
be  produced,  since  the  effect  of  such  a  scarcity  is  to  raise  prices  to  the  consimier. 
Moreover,  the  public  is  injured  if  the  quality  be  impaired,  so  that  the  old  price  bu3rs  a 
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prospective  competitors  of  the  combination;  (2)  its  effect  upon  the 
customers,  either  of  the  combination  or  of  its  competitors,  and  its 
effect  upon  the  enterprises  supplying  it  or  its  competitors  with  raw 
materials  and  supplies';  (3)  the  effect  upon  the  freedom  of  the 
enterprises  composing  the  combination. 

worse  article;  and  other  injuries  are  done,  if  the  wages  of  the  laborer  be  arbitrarily 
reduced  and  if  the  price  of  raw  material  be  artificially  depressed." 

In  his  dissenting  opinion  in  the  Harvester  case  (2 14  Fed.  1014)  Judge  Sanborn  says 
that  the  only  restraints  prohibited  by  the  act  are  those  which  unduly  injiire  the  public 
by  "  (i)  raising  the  prices  to  the  consumers  of  the  article  which  they  affect,  (a)  limiting 
their  production,  (3)  deteriorating  their  quality,  (4)  decreasing  the  wages  of  the 
laborers  and  the  prices  of  the  materials  required  to  produce  them,  or  (5)  practicing 
unfair  and  oppressive  treatment  of  competitors." 

Judge  Buffington  in  the  Steel  Trust  decision  (223  Fed.  55  at  p.  61)  gives  a  similar 
interpretation  of  the  manner  in  which  trade  may  be  restrained.  Referring  to  the 
statement  of  the  Supreme  Court  in  Nash  v.  United  States  (229  U.S.  373)  that  "only 
such  contracts  and  combinations  are  within  the  act,  as  by  reason  of  interest  or  the 
inherent  nature  of  the  contemplated  acts  prejudice  public  interests  by  imduly  restrict- 
ing competition  or  imduly  obstructing  the  course  of  trade,"  he  says:  "TTie  public 
interests  thus  prejudiced  consist  of,  first,  competitors  in  trade;  second,  the  purchasing 
public,  and,  third,  the  general  public.  For  example,  if  this  Steel  Company  was  in  any 
way  guilty  of  \mfair  business  competition,  if  it  was  guilty  of  such  conduct  as  to  imfairly 
force  a  competitor  out  of  the  steel  business,  or  if  it  unfairly  prevented  those  who  wanted 
to  go  int9  the  steel  business  from  doing  so,  then  the  Steel  Company  was,  in  the  judg- 
ment of  the  Supreme  Court,  prejudicing  the  public  interests  by  unfairly  driving 
individuals  out  of  business  or  preventing  them  from  entering  it,  and  it  was  also  injuring 
the  public  by  unduly  restraining  trade.  So,  also,  if  this  Steel  Company  was  restricting 
output  in  order  to  exact  imfair  price,  if  it  was  buying  up  competing  plants  and  dis- 
mantling them  to  needlessly  restrict  output,  if  it  was  by  reason  of  its  controlling  power 
furnishing  the  public  with  inferior  goods,  if  it  was  using  its  power  needlessly  and 
unfairly  to  reduce  wages,  if  it  was  seeking  to  deceive  purchasers  by  false  appear- 
ances of  competition,  when  in  fact  it  owned  or  controlled  such  seeming  competition — 
then  it  was  prejudicing,  not  only  that  part  of  the  public  which  desired  to  buy  steel,  but 
the  public  interests  generally  by  xmduly  obstructing  the  course  of  trade  and  thereby 
preventing  the  steel  business  from  moving  in  its  natural  and  normal  channel. 

"A  study  of  the  various  anti-trust  cases  shows  that  such  unfair,  prejudicial  acts 
as  we  have  thus  instanced  have  been  foimd  where  the  Sherman  law  has  been  held  to 
have  been  violated." 

*  Since  combinations  to  raise  wages  are  no  longer  at  common  law  combinations  in 
restraint  of  trade,  at  least  in  so  far  as  their  direct  effect  upon  wages  is  concerned  (labor 
now  being  held  by  the  common  law  not  to  be  a  commodity),  the  artificial  depression  of 
wages  by  a  capitalistic  combination  would  likewise  not  appear  to  be  a  restraint  of  trade. 
But  even  if  the  artificial  depression  of  wages  by  a  combination  of  capital  be  a  restraint 
of  trade,  the  question  still  remains  whether  it  is  a  restraint  of  interstate  commerce, 
assuming  the  products  manufactmred  by  the  workers  were  intended  for  sale  in  other 
states.  Wage  bargains  made  locally  between  the  employer  and  his  workers  for  the 
sale  of  labor  in  the  same  place,  even  though  the  labor  was  to  be  employed  on  products 
intended  for  interstate  commerce,  would  not  appear  to  be  interstate  commerce  any 
more  than  a  local  sale  of  coal  to  be  consimied  in  the  locality  in  the  manufacture  of 
products  for  interstate  commerce. 
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The  combination  may  restrict  the  freedom  of  its  competitors 
or  of  prospective  competitors  by  the  threatened  or  actual  use  of  all 
manner  of  unfair  competitive  methods,  such  as  predatory  price- 
cutting,  boycotting,  or  discrimination  against  those  doing  business 
with  the  competitors  or  prospective  competitors  of  the  combination, 
and  by  restrictions  in  the  contracts  of  those  selling  out  to  the 
combination  against  their  re-entering  the  business  in  competition 
with  the  combination. 

The  combination  may  restrict  the  freedom  of  those  bujdng 
from,  or  selling  to,  it  or  its  competitors  (a)  by  discriminating 
against  persons  dealing  with  its  competitors,  (6)  by  using  its  control 
over  the  market  to  bring  about  a  general  increase  of  prices  to  an 
imreasonable  level,  thus  unreasonably  restricting  the  public's 
ability  to  procure  the  goods,  the  prices  of  which  have  been  increased, 
{c)  by  imreasonably  depressing  the  prices  of  materials  and  supplies 
used  by  it,  making  it  diflScult  or  impossible  for  dealers  in  them  to 
procure  a  fair  profit,  except  through  the  exaction  of  imreasonable 
prices  from  third  parties,  or  (d)  by  failure  to  render  adequate 
service,  either  by  imduly  limiting  production  or  by  deteriorating 
quality. 

The  freedom  of  the  enterprises  composing  a  combination  may 
be  restricted,  when  they  retain  their  separate  identity,  by  the 
delegation  of  the  control  of  their  business  to  the  combination. 
This  is  one  of  the  reasons  for  the  illegality  of  pools  and  joint  selling 
agencies/  In  the  case  of  the  outright  sale  of  a  business  to  a  con- 
solidation or  of  the  purchase  of  a  controlling  stock  interest  by  a 
consolidation,  this  issue  is  not  raised,  since  the  control  and  owner- 
ship are  not  divorced. 

Concrete  and  specific  restrictions  upon  the  freedom  to  buy  or  sell 
such  as  those  mentioned  above,  most  supporters  of  the  "specific  im- 
pediment" theory  of  restraint  of  trade  would  doubtless  concede  to  be 
embraced  by  the  statute.  None  of  these  forms  of  restriction,  how- 
ever, directly  and  necessarily  follow  from  the  formation  of  a  combi- 
nation.   The  combination  may  pay  and  charge  reasonable  prices, 

«  UniM  States  v.  Joint-Traffic  Association^  171  U.S.  505  at  pp.  563,  564;  Addyston 
Pipe  and  Steel  Co,  v.  United  States,  175  U.S.  211  at  p.  245;  Continental  Wall  Paper  Co, 
V,  Voight,  212  U.S.  at  p.  256. 
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and  may  confine  itself  to  the  use  of  fair  competitive  methods.  In 
order  to  impose  restraints  of  this  direct  and  specific  character,  the 
combination  must  resort  to  wrongful  practices.  The  mere  existence 
of  the  combination  does  not  cause  restraints  of  this  kind. 

Two  questions  arise  in  connection  with  the  problem  whether 
the  slackening  of  the  development  of  industry  and  the  lessening  of 
the  incentive  to  serve  the  public,  which  are  said  to  follow  the 
elimination  or  substantial  limitation  of  competition,  should  cause 
combinations  seriously  limiting  competition  in  their  field  of  business 
to  be  held  in  restraint  of  trade.    They  are: 

1.  In  case  the  combination  imposes  no  restrictions  upon  the 
freedom  of  anyone  who  chooses  to  enter  the  field  in  competition 
with  it,  should  the  combination  be  held  responsible  if  competition 
fails  to  spring  up  ? 

2.  Is  not  the  likelihood  that  the  results  feared  will  be  realized 
too  remote  to  justify  condemning  a  combination  because  of  the 
possibility  that  they  will  be  realized  ? 

In  connection  with  the  first  question  it  is  pointed  out  that, 
although  the  formation  of  the  combination  may  cause  a  substantial 
limitation  upon  competitive  activity  in  the  field  of  business,  the 
continuance  of  the  combination  does  not  mean  that  competition  is 
excluded  from  the  field  of  business.  As  long  as  the  combination 
abstains  from  imfair  competitive  methods,  competitors  are  free 
to  enter  the  field  on  fair  terms.  If  they  do  not  choose  to  enter 
under  these  drcimistances,  it  is  contended  that  it  is  imreasonable  to 
hold  the  combination  responsible  for  the  lack  of  substantial  com- 
petition in  the  field.  Such  an  extraordinary  situation  as  substantial 
competition  failing  to  spring  up  when  assured  of  fair  treatment 
probably  would  be  due  only  to  the  ability  of  the  combination  to 
render  superior  service.  To  condemn  the  combination  in  that  case 
because  competition  failed  to  spring  up  would  be  to  condemn  it  for 
its  efficiency. 

In  connection  with  the  second  question  a  distinction  is  drawn 
between  the  power  of  competition  to  affect  price  and  its  power  to 
stimxilate  technical  progress  and  attentive  service.  Price  com- 
petition is  ordinarily  the  most  severe  form  of  competition.  Greater 
competitive  strength  is  required  to  produce  price  competition  than 
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to  produce  service  competition  or  to  stimulate  technical  progress. 
Although  many  combinations  have  been  formed  which  have  been 
able  substantially  to  eliminate  price  competition,  few,  if  any,  have 
so  completely  dominated  the  market  as  not  to  leave  a  powerful 
stimulus  for  technical  development  and  efficient  service  to  the 
public/ 

But,  granting  the  possibility  of  a  combination  so  thoroughly 
eliminating  competition  as  to  lessen  materially  the  incentive  for 
technical  progress  and  for  efficient  service,  it  is  contended  that  the 
Ukelihood  that  the  incentive  will  fail  to  be  restored  is  too  remote 
to  justify  condemning  the  combination  in  advance  because  com- 
petition might  fail  to  develop.  It  is  pointed  out  that  there  is 
practically  no  field  of  industry  in  which  competition  has  failed  to 
increase  in  strength  subsequent  to  the  formation  of  a  combination. 
The  competition,  it  is  true,  has  not  always  been  strong  enough  to 
introduce  serious  price  competition.  Perhaps  the  competitors  have 
not  desired  that.  It  has  in  general  been  strong  enough,  however, 
to  stimulate  technical  development  and  to  sustain  a  keen  incentive 
to  serve  the  public  well.  The  harvester,  steel,  can,  glucose,  and 
sugar  industries  come  to  mind,  in  which  there  has  been  a  consider- 
able growth  of  new  and  old  competitors  of  combinations.  Even 
the  Standard  Oil  Company,  which  has  probably  occupied  as  strong 
a  position  in  the  market  as  any  combination  and  whose  ruthless 
competitive  methods  naturally  have  discouraged  the  entrance  of 
competitors,  has  always  had  substantial  competition  to  deal  with. 
Although  the  high  costs  of  the  independents  have  made  it  impossible 
for  them  to  aflfect  prices  as  they  otherwise  might,  it  is  safe  to  assert 
that  they  have  been  a  material  spur  to  technical  progress  and  to 
better  service.  In  view  of  the  virtual  certainty  that  competition, 
if  given  a  fair  chance,  will  spring  up  with  sufficient  strength  at  least 

'  There  appears  to  be  a  tendency  also  for  large  combinations  to  become  bellwethers 
with  respect  to  price  changes.  The  combination  may  not  possess  sufficient  power  to 
increase  prices  regardless  of  competition,  but  the  changes  initiated  by  the  combination 
are  the  signal  for  similar  action  on  the  part  of  independents.  In  this  way  the  combina- 
tion becomes  an  instrumentality  for  introducing  uniform  price  policy  into  the  trade. 
These  informal  commimities  of  interest  have  been  ignored  in  the  past  probably  because 
it  has  been  felt  that  they  were  too  imstable  to  be  formidable.  With  the  growth  in 
co-operative  spirit  in  business,  there  is  reason  to  believe  that  these  communities  of 
interest  may  become  highly  important. 
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to  provide  a  substantial  stimulus  to  technical  development  and  to 
attentive  service,  it  is  contended  that  it  is  highly  unjust  to  condenm 
combinations  in  advance  upon  the  ground  that  they  lessen  the 
stimulus  to  technical  progress  and  to  efficient  service. 

Ill 

The  second  contention  of  those  who  hold  that  the  mere  com- 
bination of  competitors  may  violate  the  statute,  irrespective  of 
the  practices  of  the  combination,  is  that  restraint  of  trade  as  used 
in  the  statute  embraces  the  mere  power  to  dominate  a  field  of  busi- 
ness, when  such  power  is  created  by  the  unification  of  competitors, 
regardless  of  whether  the  power  is  injuriously  exercised  or  not.  A 
combination  of  competitors  which  is  the  means  of  creating  such 
power  is  therefore  by  that  very  fact  illegal,  regardless  of  its  conduct. 

Those  who  insist  that  actual  unreasonable  impediments  upon 
someone's  freedom  to  buy  or  sell  are  necessary  to  constitute  restraint 
of  trade  answer  that  this  argument  disregards  the  plain  words  of 
the  statute.  The  statute  says  nothing  about  mere  imdue  power 
over  trade.  It  simply  prohibits  combinations  which  restrain  trade. 
This  must  mean  the  actual  imposition  of  unreasonable  impediments 
upon  the  freedom  of  someone  to  buy  or  to  sell  or  to  conduct  his 
business  as  he  sees  fit,  not  simply  the  mere  possession  of  great  power 
over  a  field  of  business.  The  possession  of  extraordinary  power 
sufficient  to  enable  the  possessor  seriously  to  oppress  others,  should 
he  care  to  exercise  it,  is  one  thing;  the  actual  oppressive  use  of  the 
power  is  another  thing.  When  combinations  have  dominated  a 
field  of  business,  perhaps  the  usual  result  has  been  that  they  have 
used  their  power  to  restrict  the  freedom  of  others.  The  fact,  how- 
ever, remains  that  the  mere  possession  of  the  power  does  not  neces- 
sarily mean  that  oppression  will  result.  The  statute  deals  with 
actual  restraints  imposed  on  trade,  not  probable  or  conjectural 
restraints.  It  furnishes  no  ground  for  holding  a  combination  to  be 
in  restraint  of  trade  as  a  matter  of  law,  regardless  of  whether  as 
a  matter  of  fact  it  has  restrained  trade. 

To  hold  combinations  illegal  because  of  their  power  over  trade 
rather  than  because  of  their  actual  effect  upon  it  violates  the  spirit 
and  the  pxirpose  of  the  statute.    The  purpose  of  the  statute  is  not 
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to  restrict  but  to  preserve  the  freedom  of  trade.  It  imposes  restric- 
tions merely  to  prevent  individuals  from  imposing  greater  ones. 
Because  its  pxirpose  is  to  promote  rather  than  to  restrict  the  freedom 
of  trade,  it  should  be  interpreted  as  restricting  individual  liberty 
only  when  necessary  to  prevent  the  imposition  of  greater  restric- 
tions. The  protection  of  individual  freedom,  however,  does  not 
require  that  the  mere  power  to  dominate  a  field  of  conmierce  be 
prohibited.  Individual  liberty  is  sufficiently  protected  by  pro- 
hibiting the  wrongful  use  of  the  power.  To  prohibit  combinations 
which  may  be  organized  for  legitimate  business  pxirposes  because  of 
the  mere  power  which  they  acquire  is  to  use  a  statute  designed  to 
protect  and  foster  enterprise  as  a  means  of  severely  limiting  enter- 
prise.' 

The  proposed  rule  cannot  be  upheld  on  the  ground  that  the 
acquisition  of  a  dominating  power  over  a  field  of  business  indicates 
a  purpose  of  restraining  trade.  The  dominion  acquired  over  the 
field  of  business  may  be  evidence  of  an  intention  to  restrain  trade, 
as  the  Supreme  Court  has  held  in  the  Standard  Oil,*  Tobacco,^  and 
Reading^  cases.  To  hold  it  conclusive  evidence  of  an  intent  to 
restrain  trade,  however,  would  violate  the  principle  that  a  person 
is  presimied  innocent  until  proved  guilty.^    The  unreasonableness 

*  In  the  Standard  Oil  and  Tobacco  cases  the  court  clearly  recognized  that  to 
interpret  the  restrictions  imposed  by  the  statute  too  broadly  would  be  to  defeat  the 
purposes  of  the  statute.  The  rule  of  reason  was  announced  in  order  to  avoid  an 
interpretation  of  the  statute  which,  under  the  guise  of  prohibiting  restraints  of  trade, 
would  impose  innimierable  and  intolerable  restrictions  upon  the  freedom  to  do  business. 
In  the  Tobacco  case  the  court,  referring  to  the  holding  in  the  Standard  Oil  case,  said 
(221  U.S.  106  at  pp.  179-80):  "It  was  held  ....  that  the  duty  to  interpret,  which 
inevitably  arose  from  the  general  character  of  the  term  restraint  of  trade,  required 
that  the  words  restraint  of  trade  should  be  given  a  meaning  windi  would  not  destroy 
the  individual  right  to  contract  and  render  difficult,  if  not  impossible,  any  movement 
of  trade  in  the  chann^eb  of  interstate  commerce — the  free  movement  of  which  it  was 

the  purpose  of  the  statute  to  protect The  necessity  for  not  departing  in  this 

case  from  the  standard  of  the  rule  of  reason,  which  is  universal  in  its  application,  is  so 
plainly  required  in  order  to  give  effect  to  the  remedial  purposes  which  the  act  under 
consideration  contemplates,  and  to  prevent  that  act  from  destroying  all  liberty  of 
contract  and  all  substantial  right  to  trade,  and  thus  causing  the  act  to  be  at  war  with 
itself  by  annihilating  the  fundamental  right  of  freedom  to  trade,  which,  on  the  very 
face  of  the  act,  it  was  enacted  to  preserve,  is  illustrated  by  the  record  before  us." 

«  221  U.S.  I  at  p.  75.        *  221  U.S.  106  at  p.  182.        *  226  U.S.  324  at  p.  370. 

<  See  Judge  Sanborn's  dissent  in  the  Harvester  case  (214  Fed.  987  at  p.  1003). 
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of  such  a  rule  stands  out  with  particular  sharpness  in  the  case  of 
old-established  combinations  which  have  demonstrated  by  good 
conduct  that  they  have  no  intent  to  restrain  trade.  In  such  cases 
the  presumption  of  guilt  based  on  the  mere  proportion  of  the  busi- 
ness controlled  is  contrary  to  facts  which  are  clearly  possible  of 
demonstration. 

IV 

Taking  up  the  objections  to  the  legality  of  the  combination  of 
competitors  from  the  standpoint  of  those  who  deny  that  illegal 
practices  are  necessary  to  violate  the  statute,  we  find  that  the  first 
question  is  whether  the  mere  elimination  or  substantial  restriction 
of  competition  in  a  field  of  business  resulting  from  the  combination 
of  competitors  constitutes  a  restraint  of  trade  because  of  its  effect 
upon  the  general  progress  of  industry  and  upon  the  incentive  to 
serve  the  public.  The  question  has  never  been  exhaustively 
considered  by  the  courts,  although  frequent  statements  are  foimd 
in  the  cases  that  it  is  the  policy  of  the  law  to  encourage  competition 
and  that  the  law  regards  impediments  to  the  general  prevalence  of 
competition  as  restraints  of  trade,  and  although  among  the  reasons 
given  for  regarding  impediments  to  the  general  prevalence  of 
competition  as  restraints  of  trade  are  the  detrimental  effects  of  the 
absence  or  limitation  of  competition  upon  technical  progress  and 
upon  the  incentive  to  serve  the  public  eflGiciently.  In  the  recent 
Union  Pacific  case'  the  Supreme  Court  expressly  accepts  the  effect 
of  the  consolidation  upon  the  incentive  for  efficient  service  as  one 
of  the  grounds  for  holding  the  consolidation  illegal. 

From  the  standpoint  of  economics  there  is  no  reason  why 
restraint  of  trade  should  be  imderstood  to  mean  only  such  things  as 
the  exaction  of  exorbitant  prices,  undue  restriction  of  output, 
deliberate  and  unreasonable  deterioration  of  goods  or  service,  the 
•use  of  unfair  competitive  methods  toward  competitors  or  pros- 
pective competitors,  the  binding  of  others  by  unreasonable  restrict- 
ive contracts,  etc.  These  are  the  most  clear-cut  and  definite  forms 
of  restraint,  it  is  true.  Their  effects  can  be  most  clearly  seen,  their 
existence  most  easily  ascertained.    Nevertheless  the  weakening 

« 226  U.S.  61  at  p.  88  (1912). 
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of  the  incentives  which  stimulate  technical  progress  and  the  desire 
to  serve  the  public  impede  trade  in  quite  as  real  a  way  as  the  more 
definite  fonns  of  restraint.  If  restraint  of  trade  means  impedi- 
ments upon  trade,  then  impairing  the  stimuli  to  technical  progress 
and  good  service  must  be  a  restraint  of  trade.  The  fact  that  a 
combination  does  nothing  to  interfere  with  the  restoration  of  the 
stimuli  to  technical  development  and  to  better  service  is  immaterial 
if  the  combination  created  the  situation  which  weakened  the  stimuli. 

From  the  standpoint  of  law  the  question  is:  What  is  the 
probability  that  a  weakening  of  the  stimuli  to  technical  develop- 
ment and  of  the  incentive  to  give  the  best  possible  service  will 
result  from  a  combination  eliminating  or  substantially  limiting 
competition  in  a  field  of  business  ?  Is  the  probability  great  enough 
to  justify  condemning  the  combination  ? 

When  the  question  is  put  to  the  courts  in  this  form,  it  is 
extremely  doubtful  if  they  will  feel  warranted  in  condenming  the 
combination.  It  is  true  that  the  Union  Pacific  case  apparently 
authorizes  a  contrary  view.  Among  the  reasons  for  holding  the 
consolidation  of  the  Union  Pacific  and  Southern  Pacific  illegal  the 
court  gave:* 

It  [the  consolidation]  directly  tends  to  less  activity  in  furnishing  the  public 
with  prompt  and  efficient  service  in  carrying  and  handling  freight  and  in  carry- 
ing passengers,  and  in  attention  to  and  prompt  adjustment  of  the  demands  of 
patrons  for  losses,  and  in  these  respects  puts  interstate  commerce  imder 
restraint. 

Experience,  however,  seems  to  show  that  competition  is  swift 
to  spring  up  after  the  establishment  of  combinations,  and,  although 
this  competition  often  has  little  influence  upon  prices,  it  appears 
sufficient  to  stimulate  technical  development  and  to  maintain  an 
incentive  to  give  good  service.  In  view  of  the  great  probability  that 
competition  will  not  remain  so  feeble  that  the  stimuli  to  progress 
and  attentive  service  will  be  impaired,  it  seems  improbable  that 
coiuls  will  be  willing  to  hold  combinations  illegal  because  of  this 
possibility.  The  competition  required  to  maintain  a  strong  incen- 
tive to  give  good  service,  however,  is  probably  stronger  than  that 
necessary  to  prevent  technical  stagnation,  and  the  courts  may 

«  Unikd  States  v.  Union  Pacific  RJL  Co.,  226  U.S.  61  at  p.  88. 
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follow  the  Supreme  Court  in  the  Union  Pacific  case  and  hold  that 
the  possible  effects  of  powerful  combinations  upon  the  incentive  to 
give  good  service  brings  them  within  the  prohibitions  of  the  statute/ 


The  mere  combination  of  competitors  is  said  to  violate  the 
statute,  in  the  second  place,  when  it  creates  a  dominating  power 
over  a  field  of  business  or  at  least  when  it  presents  a  dangerous 
probability  of  developing  a  dominating  control  over  the  field  of 
business.  The  danger  that  dominating  power  over  a  field  of  busi- 
ness will  be  exercised  oppressively  is  said  to  make  the  mere  acquisi- 
tion of  such  power  by  means  of  combination  illegal,  regardless  of 

'  It  is  possible  to  argue  that  the  substantial  limitation  upon  competition  in  a  field 
of  business  as  a  result  of  a  combination  of  competitors  is  illegal,  even  though  the  prices 
charged  by  the  combination  are  no  more  than  reasonable,  on  the  ground  that  the  public 
is  entitled  to  the  benefit  of  competition,  which  might  drive  prices  below  a  reasonable 
level  In  other  words,  the  public  is  entitled  to  the  benefit  of  cut-throat  competition, 
and  to  deprive  the  public  of  this  benefit  is  a  restraint  of  trade,  even  though,  at  the  best, 
the  public  would  enjoy  cut-throat  prices  only  temporarily  and  might  in  the  end  be 
compelled  to  give  dl  or  more  than  it  gained  in  higher  prices  or  creditors'  losses. 
Authority  for  this  argiunent  is  found  in  the  Trans-Missouri  Freight  Association  and 
Joint-Traffic  Association  cases.  In  each  of  these  cases  it  was  earnestly  pressed  that, 
since  the  railroads  had  the  right  to  charge  reasonable  rates,  they  had  the  right  to 
combine  in  order  to  maintain  such  rates,  that  the  rates  actually  fixed  by  the  combina- 
tions were  reasonable,  that  combinations  were  necessary  in  order  to  maintain  reasonable 
rates  and  to  prevent  destructive  competition  which  would  result  in  great  loss  and 
damage  to  the  roads,  impairment  of  the  efficiency  of  service,  and  concentration  of 
control  of  the  railroad  S3rstem  in  a  few  powerful  siu^ivors  who  could  raise  rates  to  suit 
themselves — ^predsely  the  result  which  the  statute  was  designed  to  prevent.  The 
court,  however,  answered  that  the  fact  that  each  company  had  the  right  to  charge 
reasonable  rates  did  not  give  it  the  right  to  enter  into  an  agreement  not  to  take  less 
{United  Stales  v.  Trans-Missouri  Traffic  Association^  166  U.S.  290  at  p.  339).  If  the 
policy  of  the  act  should  lead  to  disaster,  the  remedy  is  in  Congress,  not  the  court 
(Freight  Association  case,  166  U.S.  339,  and  Joint-Traffic  Association  case,  171  U.S. 
50s  at  p.  577). 

It  is  doubtful  whether  the  court  woxild  uphold  this  doctrine  imder  the  "rule  of 
reason."  A  lower  court  in  United  States  v.  Hamburgh-American  Line,  216  Fed.'  971,  and 
United  States  v.  Prince  Line  Lid,^  220  Fed.  230,  decided  contrary  to  the  Freight  Asso- 
ciation and  Joint-Traffic  Association  cases  on  precisely  the  same  point.  Other  cases 
holding  that  the  restriction  of  cut-throat  competition  b  not  restraint  of  trade  are: 
Hare  v.  Railway  Co.,  2  Johns  and  H.  8;  Chappell  v.  Brockway,  21  Wend.  157  (1839); 
Manchester,  etc.,  R.  Co.  v.  Concord  R.  Co.,  66  NJI.  127  (1889);  Raferty  v.  Buffalo  City 
Gas  Co.,  37  App.  Div.  (N.Y.)  618  (1899);  John  D.  Parke  fir  Sons  Co.  v.  National 
Wholesale  Druggists  Association,  175  N.Y.  i. 
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whether  the  power  has  been  oppressively  exercised  or  not/  This 
question  should  be  examined  in  the  light  of  the  meaning  attached 
to  restraint  of  trade  at  common  law. 

The  question  at  common  law,  except  in  conspiracy  cases  (of 
which  there  were  practically  none),  was  not  whether  the  agreement 
or  combination  subjected  the  parties  to  a  liability  or  a  penalty,  but 
whether  it  was  contrary  to  public  policy.  It  was  a  question,  not 
of  punishing  the  parties,  but  of  determining  whether  the  agreement 
was  of  such  a  character  as  the  courts  would  enforce. 

In  determining  whether  or  not  an  agreement  or  combination  was 
contrary  to  public  policy,  the  courts  appear  to  have  looked,  not  to 
the  actually  realized  effects  of  the  agreement  or  combination,  but 
to  the  effects  which  might  reasonably  be  expected  to  follow  from  it. 
Had  the  courts  been  confronted  with  the  duty  of  inflicting  a  penalty, 
they  might  have  insisted  upon  actual  proof  of  wrong  committed 
before  holding  the  defendant.  The  question  being  merely  whether 
the  agreement  was  or  was  not  in  accord  with  public  policy,  the 
courts  not  unreasonably  took  the  stand  that  the  test  of  public  policy 
was  what  was  likely  to  be  done  under  the  agreement,  not  what  in 
fact  had  been  done.    The  courts  noted  that,  when  competition 

'  The  question  whether  the  acquisition  of  a  dominating  power  over  a  field  busi- 
ness bj  normal  increase  in  a  business  not  fostered  by  unfair  competitive  methods 
or  bj  the  absorption  of  other  enterprises  is  legal  has  never  been  presented  for  decision. 
There  are  a  number  of  dida,  however,  to  the  effect  that  there  is  no  limit  to  the  size 
to  which  a  business  might  grow  by  "normal"  methods.  In  the  Standard  Oil  case  the 
court  said  that  nowhere  at  common  law  can  there  be  found  a  prohibition  against  the 
creation  of  a  monopoly  by  an  individual,  that  the  prohibitions  of  the  conmion  law 
against  individuals  were  directed,  not  against  the  creation  of  a  monopoly,  but  against 
acts  which  produced  the  consequences  of  monopoly,  and  that  this  restriction  of  the 
prohibitions  to  avoid  the  inclusion  of  the  mere  growth  of  individual  enterprises  was 
necessary  to  avoid  undue  restriction  upon  individual  freedom  (221  U.S.  i  at  pp.  55, 56). 
Hie  court  held  that  the  words  "to  monopolize"  and  "monopolize"  in  the  second 
section  referred,  not  to  the  growth  of  business  by  normal  methods  no  matter  how  large 
the  enterprise  became,  but  to  growth  by  abnormal  methods  which  would  be  considered 
restraints  of  trade.  The  purpose  of  the  second  section  was  to  apply  to  individuals  the 
prohibitions  which  the  first  section  applied  to  combinations  (221  U.S.  i  at  pp.  61, 62). 
In  the  Harvester  case  the  district  court,  although  holding  the  combination  illegal 
irrespective  of  its  practices,  stated  that  there  was  no  limit  under  our  law  to  which  a 
business  might  not  independently  grow  (214  Fed.  897  at  p.  1000).  In  the  Eastman 
Kodak  case  it  is  also  stated  that  there  is  no  limit  to  which  a  business  may  not  grow  by 
normal  methods  (226  Fed.  52  at  p.  80). 
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was  substantially  eliminated  in  a  field  of  business,  it  was  reasonable 
to  expect,  taking  human  nature  as  it  is,  that  the  power  thus  secured 
over  the  market  would  be  exercised  to  the  injury  of  the  public,  and 
hence  arose  the  rule  that  combinations  or  agreements  substantially 
eliminating  competition  in  a  field  of  business  are  contrary  to  public 
policy,  irrespective  of  their  actual  effects,  because  of  the  results 
which  are  likely  to  follow  from  them.  In  making  the  probable 
results  of  the  agreement  the  test  of  its  conformity  to  public  policy, 
the  courts  merely  followed  their  general  practice  in  determining 
whether  or  not  an  agreement  is  contrary  to  public  policy.  In 
every  case  the  mere  reasonable  probability  that  the  agreement  will 
produce  results  regarded  as  contrary  to  public  policy  is  sufficient 
to  vitiate  it. 

The  cases  holding  agreements  contrary  to  public  policy  because 
of  their  probable  effects  upon  trade  are  numerous: 

Akheson  v.  MaUon^  was  an  action  for  an  accounting  on  an 
agreement  between  two  bidders  for  the  collection  of  the  town  taxes 
to  share  profits  and  losses.  It  appeared  that  both  parties  put  in 
proposals,  that  they  had  shown  each  other  their  proposed  bids 
before  submission,  and  it  did  not  appear  that  any  change  had  been 
made  in  them  in  consequence  of  the  mutual  knowledge.  The 
court  said: 

It  is  not  necessary,  for  the  deteraimation  of  this  case,  to  inquire  whether 
the  effect  of  the  agreement  between  the  parties  was,  in  fact,  detrimental  to  the 
town  of  Oswegatchie.  The  true  inquiry  is,  is  it  the  natural  tendency  of  such 
agreements  to  inj\iriously  influence  the  public  interests?  The  rule  is  that 
agreements  which  in  their  necessary  operation  upon  the  action  of  the  parties 
tend  to  restrain  their  natural  rivahy  and  competition,  and  thus  result  in  the 
disadvantage  of  the  public  or  of  third  parties,  are  against  the  principles  of  soimd 
public  policy  and  are  void.' 

Anderson  v.  JeU^  involved  an  agreement  between  the  owners  of 
two  steamboats,  the  only  rivals  in  the  trade,  to  share  net  profits  in 
fixed  proportion,  each  boat,  however,  to  bear  its  own  expenses. 
In  event  of  the  owner  of  either  going  out  of  business,  notice  was  to 

« 43  N.Y.  147(1870). 
'43N.Y.  147  at  p.  149. 
«  89  Ky.  375  (1889). 
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be  given  the  other  party  and  the  retiring  party  was  not  to  engage 
in  the  trade  within  a  year.    The  court  said: 

That  public  policy  that  encourages  fair  dealing,  honest  thrift,  and  enter- 
prise among  the  citizens  of  the  Commonwealth,  and  is  opposed  to  monopolies 
and  combinations  because  unfriendly  to  such  fair  dealing,  thrift,  and  enterprise, 
declares  all  combinations  whose  object  is  to  destroy  or  impede  free  competition 
hetween  the  several  lines  of  business  engaged  in  utterly  void.  The  combina- 
tion or  agreement,  whether  or  not  in  the  particular  instance  it  has  the  desired 
effect,  is  void.* 

JtM  v.  Harrington^  involved  a  combination  of  brokers  and 
dealers  in,  and  butchers  of,  sheep  and  lambs  for  the  alleged  purpose 
of  guarding  their  business  interests  from  loss  by  imreasonable  com- 
petition. The  brokers  agreed  to  sell  only  to  members  of  the 
butchers'  association  and  the  butchers  to  purchase  only  from 
members  of  the  brokers'  association.  The  brokers  agreed  to  pool 
their  commissions,  except  such  as  were  paid  to  the  butchers'  associa- 
tion.   The  court  said: 

The  real  purpose  and  intent  of  the  agreement  was  to  suppress  competition 
in  an  article  of  food,  and  as  stick  agreements  tend  to  enhance  the  price^  they  are 
regarded  as  detrimental  to  the  public  interest  and  forbidden  by  public  poUcy. 
....  Courts  will  not  aid  parties  seeking  to  enforce  such  an  agreement, 
irrespective  of  the  question  whether  it  in  fact  produced  the  evil  results  to  which 
it  tended  or  was  harmless.  It  is  said  that  the  piupose  was  to  facilitate  the 
transaction  of  business  and  save  useless  expense.  It  is  quite  likely  that  the 
agreement  did  enable  the  parties  to  transact  their  business  with  less  labor  and 
expense,  and  that  may  be  said  of  nearly  aU  combinations;  but  that  circum- 
stance cannot  save  them  from  condenmation  when  they  tend  to  prejudice  the 
pubUc.  The  illegal  character  of  the  agreement  appeared  upon  its  face  and  was  a 
necessary  legal  conclusion  from  its  provisions.^ 

In  holding  contrary  to  public  policy  an  agreement  between 
substantially  all  salt  producers  in  a  large  salt-producing  territory 
for  the  purpose  of  regulating  the  price  and  the  grade  of  salt,  the 
Supreme  Court  of  Ohio  in  Central  Ohio  Salt  Co.  v.  Guthrie  said: 

The  clear  tendency  of  such  an  agreement  is  to  establish  a  monopoly  and  to 
destroy  competition  in  trade,  and  for  that  reason,  on  groimds  of  public  poHcy, 
coiuts  will  not  aid  in  its  enforcement.  It  is  no  answer  to  say  that  competition 
in  the  salt  trade  was  not  in  fact  destroyed  or  that  the  price  of  the  commodity 

*  89  Ky.  375  at  p.  380. 

« 139  N.Y.  105  (1893).  *  Italics  are  mine. 
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was  not  unreasonably  advanced.  Courts  will  not  stop  to  inquire  as  to  the 
degree  of  injiiry  inflicted  upon  the  public,  it  is  enough  that  the  inevitable 
tendency  of  such  contracts  is  injurious  to  the  public' 

People  V.  Sheldon"^  involved  an  agreement  between  all  the  retail 
coal  dealers  at  Lockport,  except  one,  by  which  the  retail  price  of 
coal  was  to  be  fixed  and  kept  uniform.  The  agreement  provided 
that  the  price  should  at  all  times  be  reasonable  and  should  exceed 
the  current  price  at  Rochester  and  Buflfalo  by  not  more  than  the 
additional  freight.  Certain  members  of  the  association  were 
indicted  under  a  section  of  the  penal  code  making  it  a  misdemeanor 
for  two  or  more  to  conspire  "to  commit  an  act  injurious  to  the 
public  health,  to  public  morals,  or  to  trade  or  conmierce.*'  The 
question  was  whether  there  was  a  conspiracy.  The  trial  judge 
diarged  that,  if  the  agreement  was  entered  into  for  the  purpose  of 
controlling  the  price  of  coal  and  eliminating  competition  between 
the  parties,  it  was  illegal  and  that  acts  done  by  a  combination  in 
pursuance  of  it  constituted  a  conspiracy.  The  Court  of  Appeals 
sustained  the  trial  court  in  holding  the  agreement  illegal,  in  spite 
of  the  fact  that  it  appeared  that  no  injury  had  resulted  from  the 
agreement.    The  court  said: 

If  the  validity  and  legality  of  an  agreement  having  for  its  object  the 
prevention  of  competition  between  dealers  in  the  same  commodity  depend 
upon  what  may  be  done  under  the  agreement,  and  it  is  to  be  adjudged  valid  or 
invalid  according  to  the  fact  whether  it  is  made  the  means  for  raising  the  price 
of  a  commodity  beyond  its  normal  and  reasonable  value,  then  it  would  be 
difficult  to  sustain  this  conviction, /(?f  it  affimuUively  appears  that  the  price  fio^ 
for  coal  by  the  exchange  did  not  exceed  what  would  aford  a  reasonable  profit  to 

the  dealers But  the  question  here  does  not  turn  on  the  point  whether 

the  agreement  between  the  retail  dealers  in  coal  did,  as  a  matter  of  fact,  result 
in  injury  to  the  public  or  to  the  commxmity  in  Lockport.  The  question  is. 
Was  the  agreement  one,  in  view  of  what  might  hiave  been  done  imder  it  and 
the  fact  that  it  was  an  agreement  the  effect  of  which  was  to  prevent  competition 
among  the  9oal  dealers,  upon  which  the  law  affixes  the  hand  of  condemnation, 
and  which  it  will  not  permit?  It  has  hitherto  been  an  accepted  maxim  in 
political  economy  that  "competition  is  the  life  of  trade."  The  coiuts  have 
acted  upon,  and  adopted,  this  maxim  in  passing  upon  the  validity  of  agreements 
the  design  of  which  was  to  prevent  competition  in  trade,  and  have  held  such 

« 35  Ohio  St.  666  at  p.  67a. 
*  137  N.Y.  251. 
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agreements  to  be  invalid The  gravamen  of  the  offense  of  conspiracy 

is  the  combination.  Agreements  to  prevent  competition  in  trade  are,  in 
contemplation  of  law,  injurious  to  trade,  because  they  are  injuriously  used. 
....  If  agreements  and  combinations  to  prevent  competition  in  prices  are,  or 
may  be^  hurtful  to  trade,  the  only  sure  remedy  is  to  prohibit  all  agreements  of 
that  character.  If  the  validity  of  such  an  agreement  was  made  to  depend  upon 
actual  proof  of  public  prejudice  or  injury,  it  would  be  very  difficult,  in  any  case, 
to  establish  the  invalidity,  although  the  moral  evidence  might  be  very  con- 
vincing. We  are  of  opinion  that  the  principle  upon  which  the  case  was  sub« 
mitted  to  the  jury  is  sanctioned  by  the  decisions  in  this  state,  and  that  the 
jury  were  properly  instructed  that,  if  the  purpose  of  the  agreement  were  to 
prevent  competition  in  the  price  of  coal  between  the  retail  dealers,  it  was 
illegal  and  jiistified  the  conviction  of  the  defendants.' 

The  foregoing  cases  all  involve  combinations  in  which  the 
combining  enterprises  remained  independent.  The  rule  has  been 
applied  also  to  consolidations  involving  unification  of  ownership 
and  of  operation.  The  two  leading  cases  are  Richardson  v.  Buhl^ 
(Diamond  Match  case)  and  Stale  v.  Standard  Oil  Co?  Both  cases 
involved  the  l^ality  of  the  absorption  of  certain  companies  by 
combinations.  The  gist  of  opinion  in  Richardson  v.  Buhl^  on  the 
criterion  by  which  combinations  are  to  be  judged,  is  quoted  in 
State  V.  Standard  Oil  Co.  case.    In  this  case  the  court  said: 

Much  has  been  said  in  favor  of  the  objects  of  the  Standard  Oil  Trust  and 
what  it  has  accomplished.  It  may  be  true  that  it  has  improved  the  quaUty  and 
cheapened  the  cost  of  petroleum  and  its  products  to  the  consumer.  But  such 
is  not  one  of  the  iisual  or  general  results  of  monopoly;  and  it  is  the  policy  of 
the  law  to  regard  not  what  may  hut  what  usually  happens.  Experience  shows  that 
it  is  not  wise  to  trust  human  cupidity  where  it  has  the  opportimity  to  aggrandize 
itself  at  the  expense  of  others.  The  daim  of  having  cheapened  the  price  to  the 
consumer  is  the  usual  pretext  on  which  monopolies  of  this  kind  are  defended 
and  is  well  answered  in  Richardson  v.  Buhl  (77  Mich.  632).  After  commenting 
on  the  tendency  of  the  combination  known  as  the  Diamond  Match  Company 
to  prevent  fair  competition  and  to  control  prices,  Champlin,  J.,  said:  "It  is  no 
answer  to  say  that  this  monopoly  has  in  fact  reduced  the  price  of  friction 
matches.  That  policy  may  have  been  necessary  to  crush  competition.  The 
fact  exists  that  it  rests  in  the  discretion  of  this  company  at  any  time  to  raise  the 
price  to  an  exorbitant  degree.^ 

A  dictum  in  Harding  v.  American  Glucose  Co.^  supports  the  same 
view.    In  this  case  the  execution  of  an  option  which  the  combina- 

'  Italics  are  mine.  ^  49  Ohio  St.  137  (1892). 

« 77  Mich.  63a.  <  Italics  are  mine.  5  iSa  111.  551  (1899). 
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tion  had  secured  on  the  plant  of  a  Peoria  corporation  was  enjoined 
on  the  ground  that  the  combination  violated  the  Illinois  anti-trust 
law.  Referring  to  the  legality  of  combinations  at  common  law, 
however,  the  court  said: 

The  material  consideration  in  the  case  of  such  combinations  is,  as  a  general 
thing,  not  that  prices  are  raised,  but  that  it  rests  in  the  pouter  and  discretion  of  the 
trust  or  corporation  taking  all  the  plants  of  the  several  corporations  to  raise  prices. 

In  this  case  the  proof  showed  that  upon  the  completion  of  the 
new  organization  the  price  of  glucose  and  its  products  had  been 
increased/ 

*  Other  cases  on  the  proposition  that  the  probable  effects  of  combinations  are 
sufficient  to  bring  the  combinations  within  the  ban  of  public  policy  are: 

Hilton  V.  Ecksersley,  6  E.  and  B.  47  (1855).  Lord  Campbell,  C.  J.,  construing  the 
agreement  in  question  (which  was  held  unenforceable),  said  (p.  65):  "I  do  not  think 
that  any  averment  is  necessary  as  to  what  has  been  done  imder  it,  or  as  to  any  mischief 
which  it  has  already  produced.  We  are  to  consider  what  may  be  done  under  it,  and 
what  mischief  may  thus  arise.  .  .  .  .  " 

Nester  v.  Continental  Brewing  Co.,  161  Pa.  St.  481  (1894): 

''The  test  question,  in  every  case  like  the  present,  is  whether  or  not  a  contract 
in  restraint  of  trade  exists  which  is  injurious  to  the  public  interests.  If  injurious,  it  is 
void  as  against  public  policy.  Courts  will  not  stop  to  inquire  as  to  the  degree  of 
injury  inflicted.  It  is  enough  to  know  that  the  natural  tendency  of  such  contracts  is 
injurious." 

Brown  v.  Jacobs'  Pharmacy  Co.,  115  Ga.  429  (1902)  at  p.  434: 

''It  is  the  nature  or  character  and  tendency  of  the  agreement  which  renders  it 
objectionable,  whether  in  fact  the  parties  to  it  succeed  in  restraining  trade  generally, 
or  stifling  competition  or  not." 

In  Anderson  v.  Shawnee  Compress  Co.,  17  Ark.  231  (1906),  referring  to  contracts  in 
restraint  of  trade,  the  court  said: 

"It  is  immaterial  in  determining  the  legality  of  such  contracts  whether  or  not  it 
was  entered  into  with  any  evil  intent,  but  the  material  consideration  is  its  injurious 
tendency  and  the  power  thereby  given  to  control  prices.  Nor,  in  order  to  vitiate  a 
contract,  is  it  essential  that  its  result  should  be  a  complete  monopoly.  It  is  sufficient 
if  it  really  tends  to  that  end,  and  to  deprive  the  public  of  the  advantages  derived  from 
free  competition." 

Some  courts,  it  is  true,  hold,  even  with  respect  to  the  question  whether  or  not  an 
agreement  did  or  did  not  violate  public  policy,  that  the  mere  \mdue  power  over  trade  is 
insufficient.  These  courts,  however,  are  decidedly  in  the  minority  The  most  con- 
servative view  is  that  of  the  Massachusetts  court,  which  has  held  that  even  an  actual 
raising  of  prices  is  immaterial  so  long  as  the  combine  does  not  look  to  affecting  outside 
competition. 

In  Central  Shade  Roller  Co.  v.  Cushman,  143  Mass.  353  (1887),  the  legality  of  a 
combination  of  three  manufacturers  of  roller  shades  who  formed  a  corporation  to 
take  their  entire  output  for  three  years  at  a  price  subject  to  the  control  of  three-fourths 
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In  the  recent  Standard  Oil  dissolution  suit  the  Supreme  Court 
examined  the  meaning  of  restraint  of  trade  at  common  law.  The 
court  foimd  that  the  phrase  was  not  confined  to  acts  or  agreements 
as  a  result  of  which  actual  impediments  had  been  imposed  upon 
trade,  but  that  it  also  included  acts  or  agreements  which  unduly 
restricted  competitive  conditions  or  which  gave  evidence  of  a 
purpose  to  place  imreasonable  impediments  upon  trade,  because  of 
the  natural  tendency  of  these  acts  and  agreements  to  result  in  evils 
which  were  regarded  as  contrary  to  public  policy.    The  court  said: 

It  came,  moreover,  to  pass  that  contracts  or  acts  which  it  was  considered 
had  a  monopolistic  tendency ^  especially  those  which  were  thought  to  unduly 
diminish  competition  and  hence  to  enhance  prices — ^in  other  words,  to  monop- 
olize— came  also  in  a  generic  sense  to  be  spoken  of  and  treated  as  they  had  been 
in  England,  as  restricting  the  due  course  of  trade  and  therefore  as  being  in 
restraint  of  trade.* 

And  again: 

Without  going  into  detail,  and  but  briefly  surveying  the  whole  field,  it  may 
be  with  accuracy  said  that  the  dread  of  enhancement  of  prices  and  of  other 
wrongs  which  it  was  thought  would  flow  from  the  imdue  limitation  of  com- 
petitive conditions  caused  by  contracts  or  other  acts  of  individuals  or  corpora- 
tions led,  as  a  matter  of  public  policy,  to  the  prohibition  or  treating  as  illegal 
all  contracts  or  acts  which  were  unreasonably  restrictive  of  competitive  con- 
ditions, either  from  the  nature  or  character  of  the  contract  or  act,  or  where  the 
surrounding  circimistances  were  such  as  to  jiistify  the  conclusion  that  they  had 
not  been  entered  into  or  performed  with  the  legitimate  purpose  of  reasonably 


of  the  stockholders,  the  manufacturers  to  act  simply  as  selling  agents  of  the  corporation, 
was  under  consideration.  The  court  said :  ''  It  [the  agreement]  does  not  look  to  affect- 
ing competition  from  outside — the  parties  have  a  monopoly  of  their  patents — but  only 
to  restrict  competition  in  price  between  themselves.  Even  if  such  an  agreement  tends 
to  raise  the  orice  of  the  commodity,  it  is  one  which  the  parties  have  a  right  to  make. 
To  hold  otherwise  would  be  to  impair  the  right  of  persons  to  make  contracts,  and  to 
put  a  price  on  the  products  of  their  own  industry. 

"But  we  cannot  assume  that  the  purpose  and  effect  of  the  combination  are  to 
imduly  raise  the  price  of  the  commodity.  A  natural  purpose  and  a  natural  effect  are 
to  maintain  a  fair  and  uniform  price,  and  to  prevent  the  injurious  effects  both  to 
producers  and  consumers  of  fluctuating  prices  caused  by  undue  competition.  When  it 
appears  that  the  combination  is  used  to  the  public  detriment,  a  different  question  will 
be  presented  from  that  now  before  us.  The  contract  is  apparently  beneficial  to  the 
combination  and  not  necessarily  injurious  to  the  public,  and  we  know  of  no  authority 
or  reason  for  holding  it  to  be  invalid  as  in  restraint  of  trade  or  against  public  policy.*' 

» Standard  Oil  Co,  v.  US,,  221  U.S.  i  at  p.  57  (italics  are  mine). 
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fcdrwarding  personal  interest  and  developing  trade,  but  on  the  contrary  were 
of  such  a  character  as  to  give  rise  to  the  inference  or  presumption  that  they  had 
been  entered  into  or  done  with  the  intent  to  do  wrong  to  the  general  public  and 
to  limit  the  right  of  individuals,  thus  restraining  the  free  flow  of  commerce  and 
tending  to  bring  about  the  evils,  such  as  enhancement  of  prices,  which  were 
considered  to  be  against  public  policy.' 

It  may  be  objected  to  these  common-law  cases  that  in  every 
instance  a  pxirpose  to  restrain  trade  is  clearly  evident  and  that, 
therefore,  a  condemnation  of  the  agreements  because  of  their 
probable  effects  was  justifiable,  but  that  it  does  not  follow  that  a 
similar  condemnation  of  an  agreement  or  combination  because  of 
its  probable  consequences  is  justified  when  a  purpose  to  place 
unreasonable  impediments  upon  trade  is  not  evident.  It  is  con- 
tended that  the  consolidation  of  competitors  into  a  single  operating 
organization  which  may  be  for  the  purpose  of  creating  more  eflident 
production  machinery  as  well  as  to  control  the  market  offers  in 
itself  no  evidence  of  an  illegal  pxirpose. 

This  attempt  to  distinguish  between  the  probability  of  evil 
results  following  from  an  illegal  purpose  and  from  an  undue  control 
over  the  market  is  strained  and  artificial.  Evidence  of  a  purpose 
unreasonably  to  restrain  trade  may  render  otherwise  innocent  acts 
illegal^  and  may  be  important  in  doubtful  cases.^  It  is  not,  how- 
ever, an  adequate  test  to  determine  the  probability  of  oppressive 
practices  following  the  formation  of  powerful  combinations.  In 
the  first  place,  few,  if  any,  combinations  involving  substantial 
control  of  the  market  are  formed  with  immixed  motives.  The 
jEounders  have  in  mind  the  advantages  of  a  dominant  position  in  the 
market  as  well  as  the  operating  economies  of  combination.  It  is 
probably  true  that  most  combinations  have  been  carried  farther 
than  was  essential  to  realize  the  greatest  operating  economy,  in 
order  to  obtain  the  advantages  of  great  power  in  the  market.  In 
the  second  place,  a  clear  purpose  to  dominate  the  market  is  not 
self-evident  in  combinations  in  which  the  individual  combining 
enterprises  lose  their  independence  and  are  consolidated  into  a 

'221  U.S.  58  (italics  are  mine). 

•  Sivifi  6-  Co.  V.  United  States,  196  U.S.  375;  United  States  v.  St.  Louis  Terminal 
Association,  224  U.S.  383  at  p.  394. 

*  United  States  v.  Reading  Co.,  226  U.S.  324  at  p.  370. 
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single  enterprise  involving  unity  of  ownership  and  of  operating 
organization.  It  is  always  possible  to  maintain  that  these  con- 
solidations are  formed  for  the  purpose,  not  of  gaining  control  over 
the  market,  but  of  creating  more  eflScient  productive  machinery. 
The  use  of  evident  purpose  as  a  test  of  the  likelihood  of  evil  effects 
resulting  from  the  combination  would  simply  be  an  inducement  to 
combination  in  the  form  of  consolidations,-  instead  of  price-fixing 
agreements,  pools,  and  other  fonns  of  combination,  in  order  to 
cloak  the  real  illegal  purpose.  Even  in  the  case  of  such  fonns  of 
combination  as  price-fixing  agreements  and  pools  in  which  an 
illegal  pxirpose  is  more  evident,  the  attempt  would  be  made  (as  it 
was  successfully  made  in  the  Hamburgh-American  Line  and  the 
Prince  Line  cases)  to  justify  the  combination  as  simply  designed  to 
prevent  cut-throat  competition  and  to  eliminate  the  wastes  of 
competitive  marketing.  Finally,  even  if  no  wrongful  purpose 
exists  when  the  combination  is  first  formed,  if  a  dominating  power 
is  acquired  over  the  market,  a  wrongful  pxirpose  is  likely  to  develop, 
for  possession  of  great  power  is  a  temptation  to  use  it  for  selfish 
purposes.  If  the  probability  of  wrongful  practices  resulting  from 
a  combination  is  to  furnish  a  basis  for  holding  it  illegal,  the  test 
should  be  the  power  possessed  over  the  market  rather  than  the 
evidence  of  an  illegal  purpose.  In  putting  their  decisions  upon  the 
basis  of  the  power  possessed  over  the  market  rather  than  the  purpose 
evidenced,  the  courts  seem  to  have  adopted  the  sounder  rule. 

VI 

Does  the  common-law  meaning  of  restraint  of  trade,  holding 
combinations  possessing  imdue  and  dangerous  power  over  a  field 
of  business  to  constitute  by  that  very  fact  uiureasonable  restraints 
of  trade,  apply  in  the  case  of  the  Sherman  act?  Did  Congress 
intend  by  the  act  to  penalize  every  agreement  and  combination 
which  at  common  law  was  deemed  contrary  to  public  policy,  or 
did  Congress  intend  to  penalize  only  such  agreements  and  combina- 
tions as  in  fact  placed  uiureasonable  impediments  upon  trade  ? 

It  may  be  argued  that  the  rule  of  interpretation  that  common- 
law  terms  when  used  in  statutes  are  to  be  imderstood  in  their 
common-law  sense,  when  there  is  no  intention  manifest  that  they 
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are  to  be  taken  in  a  different  sense,  does  not  apply  to  "restraint  of 
trade"  in  the  Sherman  act,  because  it  is  unjust  to  apply  to  a  penal 
statute  a  conception  of  restraint  of  trade  which  is  very  broad 
because  it  was  developed  in  cases  where  the  question  was  not 
whether  the  agreement  was  a  tort  or  a  crime,  but  simply  whether  it 
was  contrary  to  public  policy.  As  suggested  above,  it  is  said  to 
violate  the  principle  that  everyone  is  presumed  innocent  until 
proved  guilty  to  hold  one  guilty  because  of  mere  probability  that 
one  will  restrain  trade. 

The  decisions,  however,  seem  to  establish  that  "restraint  of 
trade"  in  the  Sherman  act  means  the  acts  and  agreements  which 
were  considered  contrary  to  public  policy  at  common  law.  The 
question  was  discussed  at  length  in  the  Standard  Oil  case.  The 
court  was  confronted  in  this  case  with  the  problem  of  reconciling 
the  sweeping  language  of  the  statute  with  its  obvious  purpose.  On 
its  face  the  statute  prohibits  every  contract  or  combination  in 
restraint  of  trade  without  qualification.  To  apply  this  prohibition 
literally  would  have  impaired  the  freedom  of  trade  rather  than 
protected  it,  because  it  would  have  prohibited  many  normal  and 
legitimate  business  practices  which  incidentally  restrain  trade. 
Since  the  law  was  designed  to  promote  rather  than  to  restrict 
freedom  of  trade,  the  court  held  that  restraint  of  trade  must  be 
understood  in  a  narrower  sense.  In  the  absence  of  any  standard 
of  interpretation  in  the  statute,  the  court  held  that  the  term  must 
refer  to  the  restraints  which  were  contrary  to  public  policy  at 
conmion  law  and  that  the  standard  of  interpretation  was  therefore 
the  standard  used  by  the  conmion  law.' 

'  The  court  expressed  its  understandiog  of  the  standard  of  interpretation  which 
was  to  be  applied  to  the  general  language  of  the  statute  as  follows  (221  U.S.  60): 
"Thus  not  specifying^  but  indubitably  contemplating  and  requiring,  a  standard,  it 
follows  that  it  was  intended  that  the  standard  of  reason  which  had  been  applied  at  the 
common  law,  and  in  this  country  in  dealing  with  subjects  of  the  character  embraced  by 
the  statute,  was  intended  to  be  the  measure  used  for  determining  whether  in  a  given 
case  a  particular  act  had  or  had  not  brought  about  the  wrong  against  which  the  statute 
provided." 

The  court  based  its  view  that  the  statute  was  drawn  in  the  light  of  the  existing 
conception  of  the  law  of  restraint  of  trade  also  upon  the  fact  that  the  statute  did  not 
use  the  term  in  the  strict  technical  sense  which  applied  it  to  contracts  by  which  one 
party  voluntarily  restricted  his  freedom  to  pursue  a  calling  or  business,  but  applied  it 
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That  restraint  of  trade,  as  used  in  the  act,  prohibits  combina- 
tions possessing  an  undue  power  over  a  line  of  business  is  indicated 
by  numerous  decisions. 

In  the  Trans-Missouri  Freight  Association  and  Joint-Traffic 
Association  cases'  it  was  strongly  urged  that  the  combinations  did 
not  in  fact  restrain  trade,  because  their  rates  were  fair  and  no  effort 
had  been  made  to  drive  outsiders  out  of  business.  The  court, 
however,  held  that  the  general  elimination  of  competition  in  a 
field  of  business  was  in  itself  a  restraint  of  trade,  because  the 
elimination  of  competition  on  a  general  scale  normally  results  in 
higher  prices  and  consequently  a  diminished  volmne  of  conmierce. 
The  court  said  in  the  Joint-Traffic  Association  case: 

The  natural,  direct,  and  immediate  effect  of  competition  is,  however,  to 
lower  rates  and  to  thereby  increase  the  demand  for  commodities,  the  supplying 
of  which  increases  conmierce,  and  an  agreement  whose  first  and  direct  effect 
is  to  prevent  this  play  of  competition  restrains  instead  of  promoting  trade  and 
conmierce." 

In  AddysUm  Pipe  and  Steel  Co.  v.  United  States  the  court 
expressed  its  agreement  with  a  dictum  in  Judge  Taf t's  decision  in 
the  lower  court  holding  that,  irrespective  of  the  reasonableness  of 
the  combination's  prices,  its  power  over  prices  constituted  it  a 
restraint  of  trade.    Judge  Taft  said; 

It  has  been  earnestly  pressed  upon  us  that  the  prices  at  which  the  cast-iron 
pipe  was  sold  in  ''pay"  territory  were  reasonable.  A  great  many  affidavits 
of  purchasers  of  pipe  in  "pay"  territory,  all  drawn  by  the  same  hand  or  from 
the  same  model,  are  produced,  in  which  the  affiants  say  that  in  their  opinion 
the  prices  at  which  pipe  has  been  sold  by  defendants  have  been  reasonable. 
We  do  not  think  the  issue  an  important  one,  because,  as  already  staled,  we  do  not 
think  that  at  common  law  there  is  any  question  of  reasonableness  open  to  the  courts 
with  reference  to  such  a  contract.    Its  tendency  was  certainly  to  give  defendants  the 

also  to  combinations  which  the  court  held  were  theoretically  attempts  to  monopolize. 
In  this  the  statute  followed  the  decisions  and  indicated  an  intention  of  using  the  term 
in  the  sense  tmderstood  by  the  common  law.  On  this  point  the  court  said  (p.  59) : 
''That  the  context  manifests  that  the  statute  was  drawn  in  the  light  of  the  existing 
practical  conception  of  the  law  of  restraint  of  trade,  because  it  groups  as  within  that 
class,  not  only  contracts  which  were  in  restraint  of  trade  in  the  subjective  sense,  but  all 
contracts  or  acts  which  theoretically  were  attempts  to  monopolize,  yet  which  in 
practice  had  come  to  be  considered  as  in  restraint  of  trade  in  a  broad  sense." 

« 166  U.S.  290  and  171  U.S.  505,  re^)ectively. 

» 171  U.S.  577. 
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pcfwer  to  charge  unreasonable  prices,  had  they  chosen  to  do  so.  But  if  it  were 
important,  we  should  unhesitatingly  find  that  the  prices  charged  in  the  instances 
which  were  in  evidence  were  unreasonable.' 

In  the  Northern  Securities  case*  the  court  held  the  combination 
of  two  parallel  and  competing  railroads  by  means  of  a  holding 
company  to  be  a  violation  of  the  act,  although  there  had  been  no 
increase  of  rates  and  no  curtailment  of  service  in  any  respect,  on 
the  ground  that  the  restriction  of  competition  between  the  com- 
panies was  itself  illegal.  Mr.  Justice  Harlan,  speaking  for  court, 
said:^ 

In  all  prior  cases  in  this  court  the  Anti-Trust  act  has  been  construed  as 
forbidding  any  combination  which  by  its  necessary  operation  destro3rs  or 
restricts  free  competition  among  those  engaged  in  interstate  commerce;  in 
other  words,  that  to  destroy  or  restrict  free  competition  in  interstate  commerce 
was  to  restrain  such  commerce.^ 

National  CoUon  Oil  Company  v.  Texas,^  which  involved  the 
validity  imder  the  Fourteenth  Amendment  of  certain  Texas  anti- 
trust laws,  contains  a  strong  dictum  on  the  significance  of  the  mere 
power  to  affect  prices  under  the  Sherman  act,  which  was  quoted 
with  approval  by  the  Supreme  Court  in  the  Union  Pacific  case. 
Speaking  of  monopoly,  the  court  said: 

Its  [monopoly's]  dominant  thought  now  is,  to  quote  another,  ''the  notion 
of  exclusiveness  or  unity";  in  other  words,  the  suppression  of  competition  by 

'Quoted  in  the  opinion  of  the  Supreme  Court,  175  U.S.  211  at  pp.  237-38 
(italics  are  mine). 

»  193  U.S.  197.  *  93  U.S.  197  at  p.  337. 

*  There  were  four  dissenting  opinions,  and  Mr.  Justice  Brewer  wrote  an  opinion 
concurring  in  the  result  of  Mr.  Justice  Harlan's  opinion,  but  expressing  dissent  from 
some  of  the  conclusions.  He  expressed  the  opinion  that,  when  no  individual  invest- 
ment was  involved,  but  there  was  a  combination  of  several  individuab  separately 
owning  stock  in  two  competing  railroads  to  place  the  control  of  both  in  a  single  cor- 
poration organized  expressly  for  that  purpose  and  as  a  mere  instrumentality  for  the 
combination  of  the  competing  roads,  the  resulting  combination  was  a  restraint  of  trade 
by  reason  of  the  destruction  of  competition.  He  held,  however,  that  the  elimination 
of  competition  between  two  such  roads  as  a  result  of  common  ownership  by  a  single 
individual  would  not  violate  the  act,  the  act  being  limited  by  power  of  each  individiuJ, 
protected  by  the  Fifth  Amendment,  to  manage  his  own  property  and  to  determine  the 
place  and  manner  of  its  investment.  Corporations,  not  being  endowed  with  the 
inalienable  rights  of  natural  persons,  when  used  as  mere  instrumentalities  to  combine 
the  property  of  different  investors  in  competing  roads,  are  not  protected  in  the  right  to 
hold  the  property  of  competing  enterprises  by  the  Fifth  Amendment. 

» 197  U.S.  IIS  (190s). 
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the  unification  of  interest  or  management,  or  it  may  be  through  agreement  and 
concert  of  action.  And  the  purpose  is  so  definitely  the  control  of  prices  that 
monopoly  has  been  defined  to  be  '^imified  tactics  with  regard  to  prices."  It 
is  the  power  to  control  prices  that  makes  it  the  concern  of  the  law  to  prohibit 
or  limit  them.  And  this  concern  and  the  policy  based  on  it  has  not  only  expres- 
sion in  the  Texas  statutes,  it  has  expression  in  the  statutes  of  other  states  and 
in  a  well-known  national  enactment.  According  to  them,  competition,  not 
combination,  should  be  the  law  of  trade.  If  there  is  evil  in  this  it  is  accepted 
as  less  than  that  which  may  result  from  the  imification  of  interest,  and  the 
power  that  such  unification  gives.  And  that  legislatures  may  so  ordain  this 
court  has  decided.' 

The  clearest  and  most  emphatic  expression  of  the  Supreme 
Court's  view  of  legality  of  acquisition  of  a  dominating  control  over 
a  field  of  business  is  found  in  the  Union  Pacific  case.  In  spite  of 
the  clearness  with  which  the  case  presents  the  issue,  in  spite  of  the 
clearness  of  the  court's  decision,  and  in  spite,  also,  of  the  fact  that 
that  decision  followed  the  Standard  Oil  and  Tobacco  decisions  and 
represents,  therefore,  a  definition  of  "the  rule  of  reason,"  the  case 
has  been  neglected  by  the  lower  courts  in  considering  the  point 
involved. 

The  case  involved  a  combination  of  the  Union  Pacific  and 
Southern  Pacific  into  a  single  operating  organization  by  the  pur- 
chase by  the  Union  Pacific  of  a  46  per  cent  interest  in  the  Southern 
Pacific.  The  roads  competed  for  business  large  in  absolute  amount, 
but  small  in  proportion  to  their  total  business.  The  elimination 
of  competition  between  the  roads  far  from  eliminated  all  com- 
petition at  the  points  where  the  roads  had  competed.  Not  only 
did  water  competition  exist,  but  there  was  also  strong  rail  com- 
petition with  the  Atchison,  Topeka  &  Santa  Fe  at  Los  Angeles  and 
San  Francisco  and  with  the  Northern  Pacific  at  Portland.  The 
combination  had  not  raised  rates,  service  had  been  substantially 
improved,  and  there  was  no  charge  of  imfair  competitive  methods. 

The  court,  however,  held  that  the  policy  of  the  Sherman  act 
was  the  maintenance  of  competition  in  its  general  sense,  regardless 
of  any  beneficial  effects  produced  by  combinations  substantially 
abridging  competition,  because  the  substantial  abridgment  of 
competition  tended  to  higher  rates  and  to  lessened  incentive  for 

» 197  U.S.  129. 
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efficient  seridce,  and  because  of  the  power  of  large  combinations 
to  suppress  independents.    Defining  the  policy  of  the  act,  the- 
court  said: 

To  preserve  from  undue  restraint  the  free  action  of  competition  in  inter- 
state commerce  was  the  purpose  which  controlled  Congress  in  enacting  this 
statute,  and  the  courts  should  construe  the  hiw  with  a  view  to  effecting  the 
object  of  its  enactment.' 

The  court  stated  the  applicability  of  the  act  to  the  combination 
as  follows: 

The  consolidation  of  two  great  competing  S3rstems  of  railroad  engaged  in 
interstate  commerce,  by  a  transfer  to  one  of  a  dominating  stock  interest  in  the 
other,  creates  a  combination  which  restrains  interstate  commerce  within  the 
meaning  of  the  statute,  because,  in  destroying  or  greatly  abridging  the  free 
operatiofi  of  competition  theretofore  existing,  it  tends  to  higher  rates.  United 
States  V.  Joint-Traffic  Association,  supra,  577.  It  directly  tends  to  less  activity 
in  furnishing  the  public  with  prompt  and  efficient  service  in  carrying  and 
handling  freight  and  in  carrying  passengers,  and  in  attention  to,  and  prompt 
adjustment  of,  the  demands  of  patrons  for  losses,  and  in  these  respects  puts 
interstate  commerce  imder  restraint.  Nor  does  it  make  any  difference  that 
rates  for  the  time  being  may  not  be  raised  and  much  money  be  spent  in  improve- 
ments after  the  combination  is  effected.  It  is  the  scope  of  such  combinations 
and  their  power  to  suppress  or  create  monopoly  which  determines  the  appli- 
cability of  the  act.* 

The  opinion  of  the  Supreme  Court  in  the  Union  Pacific  case  was 
followed  by  the  district  court  in  the  Harvester  case,*  in  which  a 
majority  of  the  court,  adlnitting  that  the  practices  of  the  combina- 
tion toward  its.  competitors  and  the  public  in  the  main  had  been 
fair,  held  it  to  violate  the  statute  because  it  substantially  limited 
competition  in  the  field  of  business  involved. 

United  States  v.  Great  Lakes  Towing  Co,*  contains  a  dictum  to 
the  effect  that,  in  passing  on  the  legality  of  combinations,  not  merely 
the  actually  realized  effects,  but  also  the  probable  effects,  are  to  be 
taken  into  accoimt.^    The  district  court  in  the  Com  Products 

»  226  U.S.  87.       »  226  U.S.  88.       *  214  Fed.  987  (1914).       *  208  Fed.  733. 

»  208  Fed.  733  at  p.  745:  "Whatever  may  be  the  views  of  individual  economists, 
under  the  federal  statutory  policy  normal  and  healthy  competition  is  the  law  of  trade; 
and  such  evils  as  may  result  from  such  competition  must  be  considered  less  than  those 
liable  to  follow  a  complete  unification  of  interests  and  the  power  such  unification  gives. 
The  evil  of  unification  lies  in  the  temptation  to  higher  rates  and  lessened  regard  for  the 
public  interests;  and  the  tendency  to  tkis  evil  must  be  recognised,  even  though  not  in  a 
given  case  realised  by  experience"  (italics  are  mine). 
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Refining  case'  expressed  the  opinion  that  the  decisions  indicated 
that  the  power  of  a  combination  over  a  line  of  commerce  may 
condemn  it  independently  of  its  practices,  but  the  point  was  not 
presented  for  decision  in  the  case. 

It  is  interesting  and  important  to  note  that  in  the  most  impor- 
tant recent  case  in  which  the  Supreme  Court  sustained  a  combina- 
tion— the  St.  Louis  Terminal  Railroad  Association  case* — the 
ground  for  sustaining  the  combination  was  that  it  tended  to  pro- 
mote  rather  than  to  abridge  competition.  This  case  has  been 
frequently  quoted  as  authority  for  the  proposition  that  mere  power 
over  the  market  does  not  condemn  a  combination,  but  the  decision, 
as  a  matter  of  fact,  was  based  upon  peculiar  facts  in  the  case  which 
caused  the  combination  to  promote  rather  than  to  hinder  competi- 
tion. 

vn 

Further  light  is  thrown  upon  the  meaning  probably  intended 
by  Congress  by  "restraint  of  trade"  by  an  examination  of  the 
administrative  problems  involved  in  the  application  of  the  con- 
flicting concepts — the  concept  that  restraint  of  trade  means  only 
actual  impediments  to  the  freedom  to  buy  or  sell  or  conduct  one's 
business  as  one  sees  fit,  and  the  concept  that  it  includes  the  acquisi- 
tion of  a  dominating  power  over  the  market  by  the  combination 
of  competitors. 

If  the  actual  impediment  concept  of  restraint  of  trade  is  to  be 
applied,  the  courts  must  have  a  practical  test  by  which  to  determine 
whether  the  practices  of  a  combination  impose  unreasonable 
restrictions  upon  the  freedom  of  others.  The  principal  point  to  be 
noted  in  this  connection  is  that  the  raising  of  prices  to  an  imreason- 
able  level  by  a  combination  of  competitors  is  well  recognized  as  an 
unreasonable  impediment  to  trade.*  When  a  combination  so 
dominates  the  market  that  it  is  substantially  able  to  fix  the  market 
price,  a  rule  restricting  restraint  of  trade  to  definite  impediments 
upon  commerce  puts  in  question  the  reasonableness  of  the  prices 

«  234  Fed.  964  at  p.  loii. 
•224  U.S.  383. 

^Chattanooga  Foundry  and  Pipe  Works  v.  Atlanta,  203  U.S.  390;  Tkomsen  v. 
Cayser,  61  U.SX.  cd.  353  at  p.  360. 


Digitized  by 


Google 


LEGAUTY  OP  THE  COMBINATION  OF  COMPETITORS     797 

charged  by  the  combination.  In  case  the  combination's  practices 
toward  its  competitors  have  been  fair,  the  reasonableness  of  the 
prices  exacted  by  it  may  constitute  the  sole  issue. 

The  problems  involved  in  the  determination  of  the  reasonable- 
ness of  the  prices  charged  by  a  combination  appear  to  have  been 
overlooked  by  courts  which  have  advocated  the  actual  impediment 
concept  of  restraint  of  trade.  In  some  cases  the  reasonableness  of 
prices  might  be  determined  by  comparing  the  combination's 
present  prices  with  prices  before  the  combination  was  formed, 
allowing  for  changes  in  wages  and  in  the  cost  of  materials.  In  most 
cases,  however,  the  determination  of  the  fairness  of  prices  would 
necessitate  the  ascertainment  of  the  cost  of  producing  and  market- 
ing, for  the  prices  before  the  formation  of  the  combination  would 
not  be  a  satisfactory  criterion  of  what  is  reasonable.  These  prices 
might  be  too  low  on  account  of  cut-throat  competition  or  faulty 
cost  accounting  or  too  high  on  account  of  a  gentlemen's  agreement. 
Changes  in  processes,  in  addition  to  changes  in  wages  and  material 
costs,  introduce  changes  in  cost.  In  the  case  of  the  consolidation 
of  independent  enterprises  into  a  single  operating  organization 
the  changes  in  process  are  likely  to  be  particularly  important. 

The  determination  of  the  cost  of  production  and  marketing  of 
the  goods  involves  the  ascertainment  of  the  fair  value  of  property 
used  in  producing  them,  of  the  rate  of  return  to  which  the  combina- 
tion is  entitled  on  this  value,  of  the  (q)erating  expenses  during  the 
period  under  consideration,  and  of  the  apportionment  of  overhead 
and  operating  expenses  to  the  various  products  and  to  the  various 
grades  of  each  product.  After  the  complicated  principles  by  which 
the  fair  value  of  property  is  determined  and  in  accordance  with 
which  overhead  and  current  expense  should  be  distributed  to  the 
various  lines  of  product  have  been  worked  out,  there  remains  the 
almost  equally  difficult  task  of  collecting  the  financial  and  engineer- 
ing data  necessary  to  show  what  the  costs  in  the  particular  case  are. 
The  courts  are  not  fitted  by  training  and  experience  to  pass  on  these 
questions,  and  the  judicial  machinery  is  not  organized  adequately 
to  deal  with  them. 

The  use  of  the  power  which  a  combination  possesses  over  the 
market  to  force  the  public  to  accept  inadequate  service  also  is 
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recognized  as  a  restraint  of  trade.  In  addition  to  ascertaining  the 
reasonableness  of  prices,  therefore,  the  courts  would  also  be  required 
to  pass  on  the  adequacy  of  the  service  rendered  by  the  combination. 
In  many  cases  in  which  the  inadequacy  was  flagrant  the  proof 
of  it  would  be  simple.  In  other  cases  the  proof  might  be  extremely 
difficult,  and  it  might  be  necessary  to  determine  fairly  definitely 
what  was  the  minimimi  of  reasonably  adequate  service,  before  the 
adequacy  of  the  service  actually  rendered  could  be  ascertained. 
The  questions  which  might  arise  with  respect  to  the  adequacy  of 
service  are  numerous.  They  include  such  questions  as  whether  a 
reasonably  wide  variety  of  goods  is  offered,  whether  deliveries  are 
reasonably  reliable  and  prompt  and  credit  terms  reasonably  liberal, 
whether  complaints  receive  proper  attention,  whether  an  adequate 
stock  of  repair  parts  is  carried,  whether  proper  expert  assistance  is 
rendered  customers  to  aid  them  in  setting  up  their  apparatus,  to 
instruct  them  in  its  operation,  and  to  assist  them  in  its  repair. 
Many  of  these  special  services  would  involve  special  price  problems. 
The  question  of  adequacy  of  service  would  probably  also  include 
the  adequacy  of  production  facilities.  The  courts  would  be 
required  to  decide  what  constitutes  an  adequately  sized  plant  in 
relation  to  the  demand,  what  reserve  capacity,  if  any,  should  be 
provided  to  carry  the  "peak  load''  of  prosperous  times. 

The  problems  of  prices  and  service  which  arise  in  application 
of  a  rule  restricting  restraint  of  trade  to  actual  impediments  on 
trade  strongly  indicate  that  Congress  did  not  intend  restraint  of 
trade  to  be  understood  in  this  narrow  sense.  The  problems  are  too 
technical.  They  demand  specialized  training  and  experience  which 
courts  do  not  have.  They  involve  a  detailed  prying  into  the  busi- 
ness of  the  combinations  for  which  the  judicial  machinery  is  not 
adapted. 

One  reason  why  a  rule  confining  restraint  of  trade  to  actual 
impediments  upon  trade  is  so  strongly  urged  is  the  feeling  that,  if 
only  acts  of  combinations  rather  than  combinations  themselves  are 
illegal,  the  remedy  will  be  confined  to  the  enjoining  of  the  acts  and 
that  the  combinations  will  escape  dissolution.  This,  however,  is 
a  false  hope.  As  was  pointed  out  above,  it  is  impossible  to  prevent 
the  charging  of  unreasonable  prices  by  injunction.    To  a  great 
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extent,  also,  it  is  impossible  to  compel  adeqtiate  service  to  the 
public  by  injimction.  The  only  remedy  against  exorbitant  prices 
and  inadequate  service  which  a  court  can  administer  in  most  cases 
is  dissolution,  and  this  will  have  to  be  resorted  to  under  a  rule 
restricting  restraint  of  trade  to  actual  impediments  upon  commerce, 
as  well  as  under  one  which  recognizes  the  mere  power  of  combina- 
tions as  a  justification  for  dissolving  them. 

The  rule  which  holds  combinations  illegal  because  of  the  mere 
power  possessed  over  the  market  escapes  the  difficulties  of  the 
actual  impediment  concept  because,  under  it,  mere  proof  of  the 
combination's  power  to  dominate  the  market  is  sufficient.  The  rule 
is  criticized,  however,  on  the  groimd  that  a  combination  cannot 
tell  what  proportion  of  a  Kne  of  business  it  may  control.  It  would 
be  possible  for  the  court  to  rule  that  the  control  of  more  than  a 
specified  percentage  of  a  field  of  business  would  be  considered  prima 
facie  evidence  of  power  to  dominate  the  market,  but  there  is  little 
likelihood  of  the  court  conmiitting  itself  on  this  point.' 

The  importance  of  this  objection  to  the  indefiniteness  of  the 
rule,  however,  has  been  exaggerated.  No  one  knows  better  than 
the  business  man  himself  what  proportion  of  the  field  of  business 
he  must  control  in  order  to  dominate  the  market.  No  one  knows 
better  than  he  himself  his  own  position  in  the  market.    It  is  a 

'  The  application  of  a  definite  proportional  test,  too,  would  not  be  without  diffi- 
culties. A  combination  might  concentrate  its  business  in  certain  sections  or  localities 
and  by  tadt  consent  of  other  firms  be  allowed  the  control  of  such  markets.  The 
application  of  a  proportional  test  in  such  cases  would  involve  the  determination  of 
what  the  market  imit  was  in  which  the  combine's  proportion  of  the  business  must  not 
exceed  a  given  amount. 

A  similar  problem  would  arise  in  cases  in  which  commodities  with  different  grades 
were  involved.  Between  any  two  consecutive  grades  competition  might  exist. 
Between  grades  on  the  extremes,  the  best  and  poorest,  competition  might  be  sub- 
stantially nil.  If  a  combination  confined  its  production  to  certain  grades,  the  com- 
parison of  its  production  with  the  total  production  of  all  grades  would  obviously  be 
unfair,  for  it  would  lead  to  an  unduly  low  percentage  figure  indicating  possibly  no 
undue  control,  when,  as  a  matter  of  fact,  in  certain  grades  the  combination  might 
possess  a  substantial  control.  To  compare  the  combine's  production  with  the  total 
production  of  these  identical  grades,  on  the  other  hand,  would  exaggerate  the  com- 
bination's importance  in  the  market.  In  a  more  or  less  arbitrary  manner  a  decision 
would  have  to  be  made  with  respect  to  what  part  of  the  total  production  of  the  indus- 
try the  combination  was  in  active  competition. 
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subject  of  constant  study  for  him.  In  view  of  the  extreme  reluc- 
tance of  courts  to  dissolve  efficient  organizations,  except  when 
required  beyond  all  doubt,  there  is  little  danger  of  overstepping 
the  rule  when  the  organizers  of  the  combination  have  an  honest 
intention  of  keeping  within  it. 

A  possible  source  of  indefiniteness  in  a  rule  holding  illegal  the 
acqmsition  of  undue  control  over  a  market  by  means  of  combination 
is  raised  by  the  question :  When  is  control  over  the  market  acquired 
by  means  of  combination  of  independent  enterprises,  and  when  by 
means  of  the  normal  growth  of  a  single  enterprise  ?  Assume,  for 
example,  that  an  enterprise  controls  70  per  cent  of  a  line  of  business, 
which  is  sufficient  to  enable  it  to  raise  prices.  If  this  control  was 
acquired  by  the  consolidation  of  enterprises  controlling  50  or  60  per 
cent  of  the  business  and  subsequent  growth,  it  would  probably  be 
regarded  as  a  case  of  control  acquired  by  combination  and  therefore 
held  illegal.  On  the  other  hand,  if  several  producers  controlling 
not  more  than  10  or  15  per  cent  of  a  line  of  business  united  and  by 
their  skill  and  energy,  without  the  absorption  of  any  additional 
enterprises,  eventually  acquired  70  per  cent  of  the  business  in  the 
commodity,  such  an  enterprise  would  probably  be  classed  as  an 
instance  of  expansion  by  normal  growth,  despite  the  combina- 
tion at  the  outset.  But  where  between  these  two  extremes  should 
be  drawn  the  line  which  separates  expansion  by  combination  from 
expansion  by  normal  growth  ? 

VIII 

The  foregoing  analysis  indicates  that  combinations  of  com- 
petitors probably  are  illegal  under  the  Sherman  act  when  possessing 
power  to  dominate  a  field  of  business  or  possibly,  also,  when  the 
likelihood  is  great  that  they  will  acquire  a  dominating  control  over 
a  field  of  business.  It  seems,  also,  to  be  immaterial  that  the 
combinatioa  is  not  a  mere  price-fixing  arrangement,  but  a  con- 
solidation of  independent  enterprises  forming  a  superior  operating 
organization  and  serving  a  legitimate  business  purpose.  The 
Supreme  Court  clearly  stated  in  the  Standard  Oil  and  Tobacco 
cases  that  the  form  of  the  combination  was  immaterial.'    It  has 

» Standard  Oil  Co,  v.  United  States,  221  U.S.  i  at  p.  39;  United  States  v.  American 
Tobacco  Co.f  221  U.S.  106  at  p.  180. 
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held,  also,  on  a  number  of  occasions  that  the  law  is  its  own  measure 
of  right  and  wrong  and  that  the  fact  that  a  combination  is  justified 
by  other  criteria  of  reasonableness  than  those  recognized  by  the 
statute  is  immaterial/  The  essential  question  is:  Does  the 
combination  bring  about  results  which  the  statute  forbids  ?  If  the 
results  forbidden  include  the  acquisition  of  a  dominating  control 
over  the  market  by  means  of  the  combination  of  competitors, 
consolidations  of  competitors  into  a  single  operating  organization 
creating  great  economies  are  within  the  statute,  as  well  as  mere 
price-fixing  agreements. 

From  the  economic  standpoint  this  rule  is  open  to  severe 
criticism  because  it  fails  to  distinguish  the  ever-increasing  number 
of  combinations  which  serve  a  legitimate  business  purpose  from 
those  which  serve  none.  Each  type  is  equally  liable  to  dissolution 
imder  this  rule.  The  same  criticism  applies,  however,  with  only 
slightly  less  strength,  to  the  rule  which  makes  the  legality  of 
combinations  depend  upon  their  conduct.  Dissolution  under  this 
rule  does  not  mean  that  the  combination  serves  no  useful  purpose, 
but  that  it  has  been  guilty  of  wrongful  practices.  Highly  useftd 
combinations  may  be  dissolved  under  this  rule,  as  under  the 
other,  simply  as  a  means  of  preventing  probable  future  violations 
of  the  act. 

From  the  legal  and  administrative  standpoint,  however,  the 
rule  which  renders  subject  to  dissolution  all  combinations  possessing 
a  dominating  power  over  a  field  of  business  is  superior,  because  it 
furnishes  a  broader  basis  for  regulation  of  combinations.  If  the 
regulation  relates  simply  to  the  practices  of  combinations,  the 
regulation  must  be  confined  to  such  as  Congress  has  authority  to 
enact  or  authorize  imder  the  commerce  clause  as  limited  by  the 
Fifth  Amendment — that  is,  it  must  be  regulation  of  commerce  and 
it  must  not,  according  to  the  standards  of  the  courts,  unreasonably 
abridge  the  combination's  rights  of  liberty  and  property. 

'  United  States  v.  Standard  Sanitary  Manufacturing  Co,,  226  U.S.  20  at  p.  49; 
United  States  v.  Trans-Missouri  Freight  Association,  166  U.S.  290  at  p.  339;  United 
States  V.  Joint-Traffic  Association,  171  U.S.  505  at  p.  577;  United  States  v.  Northern 
Securities  Co.,  193  U.S.  197  at  p.  339;  United  States  v.  American  Tobacco  Co.,  221  U.S. 
106  at  p.  179;  National  Cotton  Oil  Co.  v.  Texas,  197  U.S.  115  at  p.  129;  United  Slates 
V.  Union  Pacific  R.R.  Co,,  226  U.S.  61  at  p.  83;  Thomsen  v.  Cayser,  61  U.S.L.  cd.  353 
at  p.  359. 
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If  all  combinations  possessing  control  of  a  field  of  business  are 
illegal  and  subject  to  dissolution,  it  is  possible  to  give  the  Trade 
Commission  power  to  pass  on  exemptions  from  the  rule  and  to 
permit  combinations  shown  to  be  in  the  interest  of  the  public  to  be 
formed  or  to  continue  to  exist  on  compliance  with  such  conditions 
as'  the  Trade  Conunission  may  deem  expedient.  These  conditions 
are  not  limited  by  the  commerce  clause  and  the  Fifth  Amendment, 
The  government  may  prescribe  whatever  conditions  the  combina- 
tion is  willing  to  accept  as  a  condition  of  its  license  to  continue 
business  undissolved. 

The  situation  is  analogous  to  the  authority  possessed  by  states 
or  mimidpalities  over  public  utilities  by  virtue  of  the  police  power 
and  of  franchise  provisions.  The  power  to  regulate  under  the 
police  power  is  limited  by  the  utility's  property  rights.  The  power 
to  regulate  under  the  franchise  is  limited  only  by  the  terms  of  the 
franchise. 

By  means  of  this  broader  power  over  combinations  which  it  is 
possible  to  procure  by  agreement  with  the  combination  it  should 
be  possible  to  some  extent  to  remove  the  twilight  zones  between 
what  is  and  what  is  not  permissible  under  the  commerce  clause  and 
the  Fifth  Amendment.  Power  could  be  acquired  to  make  regula- 
tions which  could  not  be  upheld  as  regulations  of  commerce,  such 
as  regulations  pertaining  to  manufacturing  operations  and  processes. 
Under  the  protection  afforded  by  the  Fifth  Amendment  the  regu- 
lations of  the  regulating  body  must  be  "reasonable."  In  the  case 
of  methods  of  conducting  a  business  there  is  often  more  than  one 
"reasonable"  method.  If  the  method  already  used  by  the  business 
is  "reasonable,"  the  courts  are  inclined  to  regard  orders  requiring 
the  use  of  a  different  method  as  "unreasonable,"  in  spite  of  the 
fact  that  the  use  of  the  new  method  may  result  in  substantial 
advantage  to  the  public  at  relatively  slight  inconvenience  to  the 
business.  By  agreement  with  the  combination  more  exact  and 
detailed  control  over  its  business  may  be  acquired  and  wider  power 
may  be  obtained  to  determine  specifically  the  procedure  which  shall 
be  followed.  By  this  means  the  regulating  body  could  acquire  over 
the  combination  the  authority  necessary  to  keep  pace  with  the  con- 
stant changes  in  industrial  and  commercial  processes  and  condi- 
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tions.  This  is  of  particular  importance  in  maintaining  adequacy 
of  service.  The  standard  of  service  which  the  public  is  limited  to 
demand  by  the  Fifth  Amendment  is  "reasonably  adequate."  The 
courts  are  inclined  to  accept  the  prevailing  type  of  service  as  the 
test  for  reasonably  adequate  service.  Not  imtil  a  new  and  superior 
type  of  service  has  become  the  prevailing  type  do  the  courts  adopt 
it  as  the  minimum  of  reasonably  adequate  service.  On  account  of 
the  conservatism  of  the  courts  with  respect  to  standards  of  service, 
it  is  desirable  for  the  regulating  body  to  have  authority  to  compel 
the  adherence  to  a  higher  standard  than  merely  reasonably  adequate 
service,  and  to  be  able  to  compel  the  use  of  the  "most  modem," 
"most  approved,"  equipment,  methods,  and  processes  that  are 
practical  under  the  circumstances.' 

Whichever  concept  of  restraint  of  trade  the  courts  adopt,  it  is 
evident  that  additional  legislation  is  imperative.  The  courts  are 
confronted  with  a  dilenmia  in  choosing  between  the  two  opposing 
concepts.  If  they  hold  that  all  combinations  of  competitors 
possessing  a  dominating  control  over  the  market  are  illegal,  they 
destroy  many  combinations  which  serve  a  legitimate  economic 
purpose.  If  they  hold  only  such  combinations  illegal  as  impose 
imreasonable  impediments  upon  the  freedom  of  others  to  buy  and 
sell  and  to  conduct  their  business  as  they  see  fit,  they  adopt  a  rule 
which  puts  dissolution  on  a  slightly  less  irrational  basis  than  the 
broader  rule,  but  which  in  most  cases  is  extremely  cumbersome,  if 
not  impossible,  to  administer  and  which  is  too  narrow  to  form  a 
satisfactory  basis  for  the  regulation  of  the  combinations  which  it  is 
not  expedient  to  dissolve.  If  the  courts  adopt  the  broad  concept  of 
restraint  of  trade,  therefore,  legislation  is  needed  to  enable  useful 
combinations  to  escape  dissolution  and  to  provide  machinery  for 
their  regulation.  If  the  narrow  concept  is  adopted,  in  addition  to 
the  provision  for  the  regulation  of  such  combinations  as  serve  a 
legitimate  economic  purpose,  there  is  need  to  enact  the  broader 

*  Another  case  of  where  specific  control  over  the  business  of  combinations  is  de- 
sirable is  in  the  control  of  technical  research.  Technical  research  b  unquestionably 
the  antidote  for  technical  stagnation  when  competition  is  eliminated.  When  a  com- 
bination abolishes  competition,  the  regulating  body  should  have  authority  to  prevent 
technical  stagnation  by  compelling  the  setting  aside  of  definite  sums  for  experiment 
and  research. 
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concept  into  law,  in  order  to  provide  a  simpler  rule  for  dissolving  the 
combinations  which  it  is  deemed  desirable  to  dissolve  and  to  furnish 
a  broader  basis  for  regulating  those  combinations  which  it  is  desired 
to  permit.* 

Sumner  H.  Suchter 

University  of  Chicago 

'  A  question  may  be  raised  concerning  the  constitutionality  of  a  statute  declaring 
all  combinations  of  competitors  resulting  in  a  substantial  control  of  the  market  to  be 
a  crime  or  tort,  irrespective  of  the  acts  of  the  combination.  The  question  b  idiether 
the  prohibition  of  all  combinations  possessing  a  dominating  power  over  the  market 
is  an  appropriate  means  of  preventing  undue  restraint  of  trade.  In  view  of  the  likeli- 
hood of  great  power  being  used  oppressively,  there  seems  no  question  that  it  is  an 
appropriate  means  and  it  has  been  so  held  in  many  cases.  The  Joint-Traffic  Association 
case,  171  U.S.  505  at  pp.  566-70;  AddysUmPipeandSUdCo,  v.  United  States,  175  U.S. 
321  at  pp.  228-30;  the  Northern  Securities  Co.  case,  193  U.S.  197  at  p.  337,  all  uphold 
the  Sherman  act,  interpreting  it  as  penalizing  the  mere  acquisition  by  combination  of 
dominant  power  over  trade.  The  most  recent  and  most  emphatic  case  on  this  point 
is  International  Homester  Co,  v.  Missouri,  234  U.S.  199,  upholding  a  Missouri  statute 
making  illegal  all  combinations  which  tend  to  lessen  "full  and  free  competition,"  re- 
gardless of  their  effect  upon  others.  These  statutes  are  but  one  instance  of  the  familiar 
practice  of  drawing  the  line  of  illegality  before  actual  injury  in  order  to  prevent  actual 
injury  (cf.  Freund:  Standards  of  American  Legislation,  pp.  S4-95,  221-22). 
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SOME  ADVANTAGES  OF  THE  LOGARITHMIC  SCALE 
IN  STATISTICAL  DIAGRAMS 

Statisticians  have  long  been  aware  that  for  some  purposes  of 
analysis  and  graphic  representation  the  logarithmic  scale  has 
special  advantages  which  the  ordinary  natural  scale  does  not  offer. 
But  with  that  awareness  they  have  mostly  rested  content.  Com- 
paratively few  have  worked  with  the  logarithmic  method  and  really 
come  to  know  it  in  its  applications.  The  logarithmic  scale,  it  has 
been  assiuned,  would  be  unintelligible  save  to  experts.  Because  of 
its  unfamiliarity  it  has  been  neglected;  through  neglect  it  remains 
unfamiliar,  and  thus  a  serviceable  statistical  tool  lies  virtually  idle. 

It  is  the  thesis  of  this  article  that  the  logarithmic  scale  is  too 
useful  as  a  statistical  auxiliary  to  be  disregarded  simply  because  it 
is  not  yet  generally  understood;  and,  further,  that  the  best  way 
to  secure  for  it  a  more  general  imderstanding  and  appreciation  is 
to  use  it  intelligently  at  every  appropriate  opportunity.  This  is 
not  by  any  means  to  say  that  the  logarithmic  scale  should  prevail- , 
ingly  replace  the  natural  scale  in  ordinary  graphic  work.  Often, 
however,  where  only  one  method  is  to  be  followed,  the  logarithmic 
construction  is  clearly  superior.  Even  if  such  occasions  are  as  yet 
comparatively  infrequent,  it  is  still  true  that  figures  drawn  to  the 
logarithmic  scale  will  usually  afford  an  informing  contrast  and 
supplement  to  diagrams  in  the  more  conventional  form. 

For  demonstrating  the  characteristics  of  logarithmic  diagrams 
such  a  contrast  is  quite  the  most  promising  plan.  Mr.  Bowley,  in 
his  brief  but  excellent  discussion  of  logarithmic  diagrams,'  has 
recommended  this  procedure.  "It  would  be  useful,"  he  remarks, 
"to  offer  several  diagrams  on  both  scales;  for  in  many  series  of 
figures  the  differences  exhibited  by  the  two  methods  are  very 
instructive."  Mr.  Bowley  felt  himself  constrained  by  the  limits  of 
space  to  forego  acting  upon  his  own  proposal,  but  the  suggestion 
was  good.    In  the  following  pages  space  is  deliberately  devoted  to 

<  EUmefUs  of  Staiistics,  pp.  i88  ff. 
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a  comparative  display  of  diagrams  of  the  two  kinds.  The  primary 
intention  is  to  exemplify,  not  to  innovate.  There  is  no  pretense 
of  any  important  originality.    The  purpose  of  the  article  is  simply 

Diagram  I.— Net  Deposits  (Heavy  Line)  and  Reserves  (Light  Line)  of 

THE  Clearing-House  Banks  or  New  York  City,  according  to  the 

41ST  Weekly  Report  (Early  October)  in  Each  Year,  1867-1909 

Natural  Scale 

Data  (except  for  the  year  x888)  from  Statistics  for  the  UniUd  SUUes,  1867-1909,  compiled  for  the  National 

Mooetaiy  Commissioa  by  A.  Piatt  Andrew 
MaBoraof 
DoOara 


to  make  logarithmic  diagrams  a  little  less  unfamiliar,  and  to  let 
them  speak  for  themselves  on  the  basis  of  better  acquaintance.' 

The  graphic  method  in  statistics  is  primarily  a  device  for  pre- 
senting vividly  the  significant  relations  of  phenomena.  Each  slope 
of  a  curve  in  an  ordinary  two-dimension  statistical  diagram  is  the 

'  This  article  was  substantially  completed  some  months  before  the  appearance 
(in  the  PublicaUons  of  the  American  Statistical  Association^  Jtme,  191 7)  of  Professor 
Irving  Fisher's  ingenious  demonstrations  of  the  ''Ratio  Chart,"  which  it  unfortimately 
overlaps.  It  had  itself  been  proposed  as  a  contribution  to  the  Publications  two 
years  ago;  but  at  that  time  the  editor  of  the  Publications  was  not  prepared  to  repro- 
duce the  requisite  number  of  diagrams. 
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visible  expression  of  some  relationship.  If  the  purpose  of  a  particu- 
lar statistical  presentation  is  simply  an  accurate  recording  of  sep- 
arate details,  a  diagram  is,  of  course,  a  poor  substitute  for  plain 
numerical  statements;  but  when  the  relative  aspects  of  the  data 
are  to  be  emphasized  the  diagram  comes  into  its  own. 

And  yet,  even  within  this  sphere  of  its  special  excellence,  graphic 
representation,  in  terms  of  the  common,  natural  scale  of  imiform 
intervals,  has  very  real  limitations.  Too  frequently,  though  the 
problem  is  simple  and  the  diagram  is  well  done,  the  eye  will  fail  to 
detect  the  precise  nature  of  the  relationship  which  the  statistician 
seeks  to  present. 

Some  of  the  shortcomings  of  natural-scale  representation  are 
fairly  illustrated  by  Diagram  I.  The  upper  and  lower  curves'  of 
this  figure  show,  respectively,  the  net  deposits  and  the  reserves  of 
the  New  York  Clearing-House  banks  in  early  October  of  each  year 
from  1867  to  1909,  inclusive.  From  the  diagram  in  this  form  certain 
facts  are  indeed  sufficiently  clear.  Both  deposits  and  reserves 
increased  markedly  during  the  period  under  review.  The  increase 
of  each,  though  on  the  whole  progressive,  has  been  subject  to  appre- 
ciable fluctuations;  and  the  fluctuations  of  one  curve  are  associated 
with  synchronous  and  apparently  similar  fluctuations  of  the  other. 

>  The  term  ''curve/'  it  must  be  noted,  is  used  here  in  a  loose  sense.  The  data 
upon  which  Diagram  I  is  based  define  only  the  points  where  the  so-called  curves  cut 
the  successive  vertical  ordinates.  The  straight  lines  connecting  these  points  are  qtiite 
arbitrary  and  do  not  at  all  necessarily  represent  actual  intervening  values  of  the 
phenomena  plotted.  They  serve  merely  to  link  the  given  points  together  in  such  a 
way  as  roughly  to  suggest  the  general  trend  of  increase  or  decrease  during  the  interval 
between  the  recorded  observations. 

In  some  instances  such  arbitrary  straight  lines  closely  approximate  the  curve 
which  would  result  if  observations  were  made  and  plotted  at  very  short  intervals. 
This  is  probably  the  case  in  Diagram  V.  But  in  Dia^B^ram  I  the  straight-line  method 
of  construction  ignores  the  existence  of  a  more  or  less  characteristic  annual  cycle  in 
the  movement  of  bank  deposits  and  reserves.  In  such  cases  as  Diagram  XV  the 
method  is  almost  wholly  anomalous,  since  there  the  total  tin  production  of  an  entire 
year  is  plotted  at  each  ordinate,  and  any  curve  between  the  ordinates  is  therefore 
imaginary. 

The  construction  of  diagrams  like  Diagram  I  or  Diagram  XV  is  obviously  inexact; 
but  it  foUows  a  statistical  tradition  which  unfortunately  is  ahnost  rigidly  established. 
From  this  tradition  it  has  not  seemed  expedient  to  depart  in  the  present  article,  lest 
the  raising  of  a  secondary  issue  should  distract  attention  from  the  primary  theme. 
It  may  be  remarked,  however,  that  the  arbitrary  straight  line  between  two  points 
has  not  in  strictness  the  same  meaning  in  a  logarithmic  diagram  that  it  has  in  a 
diagram  drawn  to  natural  scale. 


Digitized  by 


Google 


8o8  JOURNAL  OF  POLITICAL  ECONOMY 

The  amount  of  deposits  or  of  reserve  in  the  early  days  of  any  par-^ 
ticular  October  may  be  estimated  by  consulting  the  scale  at  the 
side  of  the  diagram.  The  amoimt  of  increase  or  decrease  of  either 
item  during  a  given  year  or  term  of  years  is  not  difficult  to  de- 
termine approximately.  All  this  information,  then,  the  ordinary 
scale  gives  adequately.  Some  of  it  would  be  less  satisfactorily 
given  by  any  other  scale.  But  if  we  press  our  inquiries  further  and 
ask,  on  the  basis  of  these  early  October  statements,  whether,  for  ex- 
ample, the  expansion  of  deposits  was  rdativdy  greater  in  the  year 
after  the  crisis  of  1907  than  in  the  year  after  the  crisis  of  1873,  or 
whetherthe  contraction  of  deposits  was  relatively  greater  before  1873 
than  before  1896;  if  we  try  to  compare  the  percentages  of  reserve 
held  in  the  years  before  1870  with  the  corresponding  figures  since 
1895 ;  or  if  we  wish  to  know  specifically  what  was  the  percentage  of 
reserve  in  early  October  of  1905,  defidendes  of  the  natural  scale  are 
v*  revealed,  i  None  of  these  questions,  which  concern  rdations  rather 
than  detached  facts,  is  satisfactorily  answered  by  the  diagram.^  If 
answers  are  forthcoming  at  all,  it  is  only  because,  through  the  scales, 
one  may  roughly  and  inconveniently  recover  the  numerical  data 
from  which  the  diagram  was  made.  This,  however,  could  have 
been  more  easily  accomplished  by  ignoring  the  diagram  altogether 
and  consulting  its  data  in  the  form  of  a  table. 

It  is  practicable,  of  course,  to  contrive  a  diagram,  drawn  to  a 
natural  scale,  with  the  spedal  purpose  of  bringing  out  some  one 
fact  or  relation  which  in  Diagram  I  has  remained  obscure.  Thus 
the  percentage  of  reserve  of  the  New  York  banks  could  be  plotted, 
year  after  year,  as  a  separate  curve.  This  curve,  however,  would 
in  turn  fail  to  show  the  absolute  amounts  of  reserves  and  deposits. 
The  difficulty  is  to  devise  a  form  of  representation  which  shall  show, 
directly  and  graphically,  both  rdative  and  absolute  magnitudes. 
A  complete  solution  of  this  problem  is  hardly  attainable,  but  loga- 
rithmic diagrams  in  certain  cases  go  far  toward  meeting  the  want 
where  the  relative  aspects  of  the  phenomena  are  primarily  to  be 
emphasized. 

The  logarithmic  scale  may  indeed  be  described  as  a  scale  of 
ratios.  On  it  absolute  distances  measure  relative  magnitudes. 
The  numbers  which  occur  at  equal  intervals  along  a  logarithmic 
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scale  thus  form  not  an  arithmetic  but  a  geometric  progression;  and 
consequently  the  same  proportionate  relation  exists  between  any 
two  numbers  a  given  distance  apart  on  a  given  logarithmic  scale, 
regardless  of  their  absolute  magnitudes  and  regardless  of  their 
absolute  diflferences.  Conversely,  the  numbers  2  and  4  on  a  loga- 
rithmic scale  are  separated  by  the  same  distance  as  the  numbers 
500,000  and  1,000,000,  for  the  simple  and  decisive  reason  that  the 
larger  number  of  each  pair  is  double  the  smaller  niunber. 

The  mathematical  principle  of  the  scale  is  suggested  by  Dia- 
gram n.  Here  the  graduations  above  the  horizontal  line  mark 
off  the  intervals  of  a  logarithmic  scale  from  i  to  100.  The  feature 
of  this  scale  which  at  once  strikes  the  eye  rather  bewilderingly  is 
that  the  interval  between  successive  numbers  is  not  constant,  but 


DiAGSAM  n.-— The  Logarithmic  Scale  from  i  to  100 


20  30       40     M)   60  70  6090100 


progressively  narrows  as  the  numbers  grow  larger.  Closer  scrutiny 
reveals  the  more  significant  and  clarifying  fact  that  the  interval  is 
constant  between  niunbers  which  bear  to  each  other  a  given  ratio. 
Thus  I,  2,  4,  8,  16,  32  stand  at  equal  distances  apart;  as  do  i,  3, 
9,  27,  or  I,  5,  25,  or  I,  10,  100.  The  uniform  interval  which  sepa- 
rates the  numbers  of  this  last-named  series — successive  powers  of  10 
— ^has  been  taken  as  the  unit  upon  which  is  based  the  ordinary  scale 
below  the  horizontal  in  the  diagram.  If,  now,  any  niunber  on  the 
upper  scale  be  regarded  as  a  power  of  10,  it  will  be  found  that  the 
corresponding  reading  of  the  lower  scale  gives  the  index  of  that 
power.  This  relation  holds  invariably;  for  not  only  do  we  find 
10  (i.e.,  loO  opposite  i,  100  (i.e.,  lo*)  opposite  2,  and  i  (i.e.,  10®) 
opposite  o,  but  the  square  root  of  10  (i.e.,  10*,  or  3 .  i623)r  is  opposite 
0.5;  the  square  root  of  1000  (i.e.,  lo^  or  31.623)  is  opposite  1.5 — 
and  so  on  indefinitely,  whatever  the  index  of  the  power.    In  fact, 
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the  number  at  any  point  of  the  lower  scale  is  the  common  logarithm 
of  the  number  at  the  same  point  of  the  upper  scale.' 

If,  now,  it  is  desired  to  use  the  logarithmic  scale  in  the  construc- 
tion of  a  statistical  diagram,  we  may  proceed  in  either  of  two  wasrs. 
We  may  reduce  the  data  to  logarithmic  terms,  and  then,  using  an 
ordinary  natural  scale,  plot  the  logarithms  of  the  given  quantities 
instead  of  the  quantities  themselves.  Or  if  we  have  at  our  disposal 
co-ordinate  paper  ruled  at  logarithmic  intervals,  like  the  intervals 
of  the  upper  scale  of  Diagram  11,  we  may  work  directly,  without 
any  reduction  of  the  data,  locating  the  points  of  the  diagram  quite 
mechanically  by  the  graduations  of  the  paper,  and  relying  upon 
these  graduations  for  the  logarithmic  character  of  the  result.'    The 

'  The  S3rstem  of  logarithms  which  is  in  ordinary  use  eiq[>re88e8  any  given  number 
as  a  certain  power  of  lo.  The  logarithm  of  the  given  number  indicates  what  power 
of  lo  that  number  is.  Thus  the  logarithm  of  lo  is  i;  the  logarithm  of  loo— Le.,  of 
xoXio,  or  xo^ — ^is  a;  the  logarithm  of  xooo,  or  lo*,  is  3,  and  so  on.  A  logarithm  is 
in  fact  an  exponent — the  index  of  a  power — and  the  derivation  and  uses  of  logarithms 
omsequently  follow  the  algebraic  rules  of  exponents.  In  the  case  of  a  number  which 
is  not  an  even  power  of  xo  it  is  possible  to  compute  the  logarithm  in  the  form  of  a 
fractional  exponent.  For  example,  as  the  text  implies,  the  logarithm  of  3X  .623,  the 
square  root  of  xooo  i.e.,  V^xo*  or  xol — ^is  x  .50.  By  extending  the  princq>le  of  frac- 
tional exponents  the  logarithm  of  any  assignable  number  may  be  approximately 
expressed. 

The  peculiar  advantage  of  the  logarithmic  scale  in  statistical  work  is  a  conse- 
quence of  the  elementary  logarithmic  principle  that  the  difference  between  the 
logarithms  of  two  numbers  is  the  logarithm  of  the  ratio  of  the  one  number  to  the 
other.    That  is, 

log  a— log  6«-log  r. 

Hence,  whenever  the  ratio  between  two  numbers  a  and  6  is  the  same  as  the  ratio 

between  two  other  numbers  p  and  q,  so  that  t  >--,  and  log  7  «-log  -,  it  will  follow  that 

0    q  *^  9 

log  a^log  6«log  ^— log  q.  Plotted  to  a  given  natural  scale,  log  a  and  log  h  would 
thus  differ  by  the  same  interval  as  log  ^  and  log  q — the  equality  of  these  differences 

o  P 

indicating  the  equality  of  the  ratios  r  and  -.    The  device  of  plotting  statistical 

quantities  in  terms  of  their  logarithms  is,  then,  simply  an  eiq[>loiting  of  the  general 
principle  that  the  absolute  difference  between  two  logarithms  is  a  measure  of  the 
relative  difference  of  the  numbers  to  which  they  correspond. 

'  For  an  instance  of  tolerably  elaborate  logarithmic  graduation  see  Diagram  XII, 
on  p.  8a8. 

Suitable  logarithmic  co-ordinate  paper  is  unfortunately  not  easily  secured.  Such 
logarithmic  papers  as  are  available  are  mostly  designed  for  the  use  of  engineers  and 
are  for  one  reason  or  another  hardly  satisfactory  for  general  statistical  use.  The 
logarithmic  diagrams  which  accompany  this  article  have  in  the  main  been  drawn  on 
paper  specially  engraved  for  the  statistical  laboratory  of  the  University  of  Chicago. 
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two  methods  are  entirely  equivalent,  as  should  be  evident  from 
Diagram  11.  Indeed  it  is  often  convenient  to  r^ard  a  diagram 
as  constructed  by  both  methods,  and  to  supply  for  its  more 
complete  explanation  a  logarithmic  scale  of  the  natural  num- 
bers on  one  side,  and  a  natural  scale  of  their  logarithms  on  the 
other.' 

Before  attempting  a  logarithmic  presentation  of  the  bank  data 
of  Diagram  I,  it  will  be  well  to  consider,  in  artificially  siniplified 
cases,  certain  general  properties  of  logarithmic  diagrams  which  fur- 
nish the  key  to  their  interpretation. 

Let  us  take  for  our  first  illustration  the  arbitrary  example  of 
Diagram  m.  Here  an  assumed  phenomenon,  which  has  a  magni- 
t?ude  of  I  when  it  is  first  observed,  increases  to  5  in  the  course  of  a 
year  and  then,  in  the  second  year,  falls  off  to  2).  In  the  third  year 
it  again  increases  fivefold,  to  i2§.  In  the  fourth  year  it  again 
declines  by  half,  to  6^.  Thus  alternately  quintupled  and  cut  in 
two,  the  phenomenon  grows  by  perfectly  regular  oscillations. 
Diagram  m,  which  is  drawn  to  an  ordinary  natural  scale,  shows 
vividly  the  accelerated  character  of  this  increase,  stated  in  absolute 
numbers;  but  precisely  because  it  is  a  natural-scale  diagram  it  fails 
to  show  at  all  obviously  that  the  rate  of  relative  rise  and  fall  is  the 
same  for  all  the  oscillations.  The  earlier  waves  of  the  curve,  which 
are  absolutely  small,  are  made  to  seem  in  all  respects  comparatively 
insignificant. 

Strikingly  different  is  the  effect  of  Diagram  IV,  in  which  the 
data  of  Diagram  m  are  plotted  to  a  logarithmic  scale.  Absolute 
magnitudes  here  can  be  determined  only  from  the  numbers  of  the 
scale:  the  graphic  evidence  of  the  diagram  establishes  the  identity 
of  the  relative  changes,  step  by  step,  for  the  whole  serrate  curve. 
Every  ascent  has  the  same  vertical  rise.  That  is,  the  indicated 
percentages  of  increase  are  uniform.  Each  decline  has  the  same 
drop:  the  percentage  of  decrease  shown  by  each  is  the  same.  IThis 
equal  relative  significanceof  equal  absolute  distances  is  the  essential 
characteristic  of  the  logarithmic  scale.  \ 

Certain  fairly  obvious  but  important  corollaries  follow  from 
this  fimdamentai  principle.    Since  the  upstrokes  of  the  curve  in 

>  For  an  example  of  this  tieatment  see  Diagram  IV  on  p.  81  a. 
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diaosam  in.~-akbitraky  example  of  a  phenomenon  increasing  by 
Equal  Relative  Oscillations 

Naiural  Scale 
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Diagram  IV. — ^Arbitrary  Example  of  a  Phenomenon  Increasing  by 
Equal  Relative  Oscillations 

Logariikmic  Vertical  Scale 
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Diagram  IV  are  all  straight  lines  rising  by  the  same  amoimt,  and 
since  each  rise,  occurring  in  the  same  period  of  time,  is  allotted  in  the 
diagram  the  same  horizontal  distance,  it  follows  that  the  slope  of 
the  several  upstrokes  is  the  same.  The  downstrokes  are  similarly 
all  of  the  same  slope/  Quite  generally,  where  a  curve  is  drawn  to 
a  logarithmic  vertic^  scale  and  a  natural  horizontal  scale,'  equal 
slopes  indicate  equal  rates  of  relative  change^  By  extension  of  this 
rule  it  will  be  seen  that  a  constant  rate  oLincrease  is  represented  in 
a  logarithmic  curve  by  a  constant  slope — ^i^.,  by^a  straightjine;  and 
that  wherever  in  such  a  logarithmic  diagram  two  curves  nm  parallel, 
in  the  sense  that  the  vertical  distance  between  them  remains 
imaltered,*  the  phenomena  which  they  respectively  represent  main- 
tain to  each  other  a  constant  ratio,  inasmuch  as  any  change  of  the 
one  is  evidently  coincident  with  a  change  of  the  other  to  the  same 
relative  extent. 

These  generalizations  may  be  simply  illustrated  by  the  examples 
which  follow. 

In  Diagram  V,  drawn  to  natural  scale,  the  continuous  curve 
traces  the  growth  of  the  population  of  the  United  States, 
according  to  the  decennial  enumerations  of  the  United  States 

'  The  rules  here  stated  also  apply,  mutatis  mutandis ^  to  diagrams  in  which  the  hori- 
sontal  scale  is  logarithmic  and  the  vertical  scale  an  ordinary  scale.  Such  constructions 
are,  however,  unusual.    Cf .  below,  pp.  833  ff. 

*  This  qualification  is  necessary  when  the 
curves  in  question  are  not  straight  lines. 
Similar  arcs  of  two  concentric  circles,  for 
example,  although  in  a  sense  parallel  (i.e., 
equidistant  at  all  points  in  terms  of  the  nor- 
mals to  the  curves) ,  would  not,  in  an  ordinary 
logarithmic  diagram,  imply  a  constant  ratio 
between  the  quantities  plotted.  On  the 
other  hand,  curves  which  are  parallel  in  the 
sense  of  the  text,  and  which  do  therefore  indi- 
cate a  constant  ratio  between  two  variables, 
may  not  be  parallel  in  appearance.  This 
difficulty,  illustrated  by  the  accompanying 
figure,  suggests  that  the  effectiveness  of  loga- 
rithmic diagrams,  when  they  are  designed  to 
test  the  proportionality  of  the  data  plotted, 
is  much  impaired  if  the  contrasted  ourves  are 
far  from  straight. 
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Diagram  V.— Growth  op  the  Population  of  the  United  States, 

I 790-1910 

The  continuous  line  shows  the  actual  increase  accprding  to  the  census 
returns.  The  broken  and  dotted  lines  show  the  growtii  which  would 
have  taken  place  if  relative  and  absolute  increase,  respectively,  had 
continued  at  the  rate  of  the  first  decade. 

Natural  Scale 

DaU  irom  zjth  Census  of  the  United  St*tes»  I,  24.    The  corrected  estimate  for  1870  has  bea&  taken 
instead  of  the  original  enumeration 
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Census,'  from  1790  to  1910,  inclusive.    The  broken  line,  uppermost 
in  the  diagram,  shows  what  the  growth  of  population  would  have  been 

Diagram  VI. — Growth  op  the  Population  of  the  United  States, 

1790-1910 

Logaritkmic  Vertical  Scale 
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'  For  the  population  in  1870  the  revised  estimate  of  39.8  millions  has  been 
accepted  in  preference  to  the  original  enumeration  of  38.6  millions.  (Cf.  EUuentk 
Census,  "Population,"  Part  I,  zi,  zii.)  No  attempt  has  been  made  to  indicate  in 
the  diagram  the  fact  that  not  all  intercensal  intervals  have  been  of  precisely  ten 
years. 
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if  the  rate  of  relative  increase  observed  between  1790  and  1800 — 
35 . 1  per  cent  for  the  decade — ^had  persisted  without  change  since 
that  time.  The  dotted  line  at  the  bottom  of  the  figure  shows 
what  the  growth  would  have  been  if  the  absolute  increase  of 
popiilation  in  each  decade  since  1800  had  been  the  same  as  the 
increase — 1,379,269  persons— from  1790  to  1800.  In  other  words, 
these  two  additional  curves  represent  respectively  geometric  and 
arithmetic  progressions  based  on  the  observed  increase  in  the 
first  intercensal  period.  It  is  to  be  noted  that  in  a  natural-scale 
construction  the  curve  of  arithmetic  progression  is  a  straight 
line. 

In  Diagram  VI,  drawn  to  a  logarithmic  scale,  the  continuous 
line,  the  broken  line,  and  the  dotted  line  represent  each  the  same 
data  as  in  Diagram  V.  But  here  the  character  of  the  curves  is 
significantly  different.  The  dotted  arithmetic-progression  curve, 
recording  a  constantly  diminishing  ratio  of  increase,  falls  away 
in  this  figure  more  and  more  toward  the  horizontal.  And 
here  it  is  the  geometric  progression  which  appears  as  a 
straight  line,  its  constant  slope  denoting  a  constant  rate  of 
increase — ^i.e.,  the  same  relative  increase  in  every  equal  period 
of  time. 

The  growth  of  funds  invested  at  compound  interest  affords 
another  instance  of  geometric  increase  and  therefore  another 
example  of  a  straight-line  curve  if  a  diagram  is  drawn  to  a  logarith- 
mic scale.  The  slope  of  the  curve  here  depends  upon  the  rate  of 
interest  and  the  interval  between  dates  at  which  the  interest  is 
regularly  compounded;  but  for  a  given  rate  and  interval  it  is  fixed 
and  constant.  Hence  a  logarithmic  chart  equivalent  to  a  com- 
pound-interest table  may  very  readily  be  constructed.  Diagram 
VII  is  such  a  chart.  In  it  a  single  straight  line  suffices  to  indicate 
the  amount  to  which  an  initial  siun  of  $100,  compounded  semi- 
annually at  a  given  rate,  will  have  increased  on  any  compounding 
date  included  in  the  diagram.'  The  4  per  cent  line  is  steeper  than 
the  3  per  cent  line;   the  5  and  6  per  cent  lines  are  successively 

'  The  i>eriod  of  time  covered  by  such  a  chart  is  of  course  in  principle  unlimited, 
for  the  lines  will  continue  with  their  same  specific  slopes  however  far  the  diagram  may 
be  extended. 
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Steeper  still;  but  all  are  straight,  and  for  each,  when  the  scales  of 
the  diagram  are  once  determined,  the  slope  is  fixed  and  charac- 
teristic. 


Diagram  Vn. — Compound-Intesest  Chart  (Semiannual  Compoundino) 
Logarithmic  Veriical  Scale 
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The  same  diagram  serves  also  to  illustrate  another  property  of 
logarithmic  diagrams  that  has  already  been  mentioned.  The 
broken  line  across  the  middle  of  the  figure  has  been  drawn  to  show 
the  increase  of  $125,  compounded  semiannually  at  6  per  cent.  It 
is  at  once  apparent  that  this  line  parallels  the  continuous  line  of  the 
increase  of  $100  at  the  same  rate.  The  reason  for  the  parallelism 
is  tolerably  patent.  Each  of  the  siuns,  $100  and  $125,  increases 
every  six  months  by  3  per  cent  of  its  accumulated  amount.  That 
isy  each  siun  is  semiannually  multiplied  by  i  .03.  In  the  diagram, 
therefore,  each  of  the  two  lines  must  rise,  from  one  ordinate  to  the 
next,  by  the  fixed  vertical  distance  which,  on  the  logarithmic  scale, 
corresponds  to  the  ratio  i .  03 :  i .  00.  This,  of  course,  insures  that 
both  rise  alike.  Or  it  may  rather  be  argued  that  since  original 
siuns  in  the  proportion  of  i .  25  to  i  are  here  assumed  to  be  com- 
poimded  at  the  same  rate  and  the  same  interval,  the  cumulative 
results  will  be  at  any  subsequent  time  in  the  same  proportion  of 
1.25  to  I.  The  vertical  distance  between  the  two  curves  on  any 
ordinate  must  therefore  express  the  ratio  1.25:1.00,  and  hence, 
since  a  given  ratio  always  corresponds  to  the  same  absolute  interval 
on  a  logarithmic  scale,  the  curves  must  be  alwasrs  at  the  same  dis- 
tance apart  and  therefore  parallel.  It  follows  that  if  a  point  be 
taken  on  the  initial  ordinate  of  this  diagram,  opposite  the  value 
$125  of  the  vertical  scale,  the  straight  line  drawn  through  that 
point  parallel  to  the  original  6  per  cent  curve  will  represent  the 
compound  increase  of  $125  at  6  per  cent.  Similarly,  to  find  the 
increase  of  any  capital  sum  at  any  rate  of  compound  interest,  one 
has  only  to  draw  a  straight  line  starting  at  the  height  which  denotes 
the  given  sum  and  running  parallel  to  a  standard  curve  for  the 
given  rate  of  interest.  In  Diagram  VII  this  principle  has  a  some- 
what different  application.  Through  the  point  representing  a  sum 
of  $200  at  the  end  of  6  years  have  been  drawn  broken  lines  parallel 
to  the  standard  curves  showing  respectively  3  per  cent,  4  per  cent, 

5  per  cent,  and  6  per  cent  increase.  These  several  broken  lines  cut 
the  initial  ordinate  at  heights  which,  read  in  terms  of  the  vertical 
scale,  show  what  amotmt  of  money,  compoimded  semiannually 
at  each  respective  rate  of  interest,  would  amoimt  to  $200  after 

6  years. 
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If  logarithmic  diagrams  thus  simply  indicate  the  results  of  com- 
poimd  interest,  they  will  with  equal  simplicity  lend  themselves  to 
the  elucidation  of  problems  of  depreciation  when  it  is  assumed  that 
annual  depreciation  is  a  fixed  percentage  of  the  residual  value  of 
the  asset  at  the  beginning  of  the  year.  Depreciation  thus  defined 
is  ^'straight-line"  depreciation  according  to  the  logarithmic  scale, 
just  as  depreciation  by  equal  annual  deductions  is  '' straight-line'' 
depredation  in  the  terminology  of  natural-scale  graphics. 

In  principle  the  logarithmic  method  would  serve  as  well  to  inter- 
pret observed  facts  of  depreciation  as  to  apply  the  fixed-percentage 
hypothesis.  If  the  facts  could  be  plotted  in  logarithmic  charts  the 
slopes  of  the  curves  would  disclose  the  real  rates  of  depreciation. 
Since,  however,  the  treatment  of  depreciation  in  accoimting  is 
usually  based  on  more  or  less  arbitrary  asstunptions  rather  than 
on  actual  appraisals,  it  will  probably  be  more  interesting  in  the 
present  connection  to  consider  a  somewhat  analogous  case  where 
data  are  available.  r^ 

Diagrams  VlU  and  DC  present  in  graphic  form  data  from  the 
"Life-Table  for  Native  White  Males  in  the  Origrual  Registration  ^. 
States,"  computed  imder  the  direction  of  Professor  Glover  by  the 
Bureau  of  the  Censtis.  The  height  of  the  curve  at  any  ordinate  in 
these  figures  shows  how  many  of  100,000  bom  survive  to  the  specified 
age.  The  drop  of  the  curve  from  one  age  to  the  next  thus  reveals 
the  mortality  between  the  two  ages.  But  the  sense  in  which  these 
slopes  indicate  mortality  is  quite  different  for  the  two  diagrams. 
In  the  natural-scale  diagram  (Diagram  Vlll)  the  descent  of  the 
curve  expresses  the  number  of  deaths  in  a  year  among  the  sur- 
vivors to  a  given  age.  This  is  not  the  usual  way  of  stating 
death-rates;  nor  is  it  a  convenient  method,  smce  the  absolute  num- 
ber of  deaths  is  a  joint  resultant  of  two  factors  which  might  better 
be  considered  separately — the  probability  of  death  at  the  specified 
age,  and  the  ntunber  of  persons  at  that  age  and  subject  to  that 
hazard.  We  are  ordinarily  more  concerned  with  the  probability 
alone,  or,  which  is  much  the  same  thing,  with  the  proportion  of 
those  persons  of  given  age  who  die  in  the  course  of  a  year.  Pre- 
cisely this  relative  mortality  rate  determines  the  slope  of  the  curve 
in  the  logarithmic  figure  (Diagram  IX),  for  here,  as  always,  a  given 
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Diagram  Vni. — MoKTAirry  and  Survival  of  Native  White  Males  in 
THE  Original  Registration  States  of  the  United  States,  1910 
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Diagram  IX.— Mortauty  and  Survival  op  Native  White  Males  in 
THE  Original  Registration  States  of  the  United  States,  1910 
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distance  on  the  logarithmic  scale  denotes  a  certain  proportion  of 
change.  Hence  the  more  steeply  the  logarithmic  curve  descends, 
the  higher  is  the  relative  mortality  which  it  indicates.  Hence,  too, 
it  is  possible  to  provide  a  key  to  the  diagram  in  the  form  of  standard 
sample  slopes  and  corresponding  numerical  death-rates,  which  hold 
true  for  all  parts  of  the  curve.  With  their  aid,  even  in  so  small  a 
figure,  it  can  be  shown  that  the  high  rate  of  mortality  prevailing 
in  the  first  year  of  life,  taken  as  a  whole,'  is  exceeded  by  the  mor- 
tality of  men  over  eighty — a  fact  which  would  remain  doubtful  in 
Diagram  VHI,  where  tiiie  effect  of  the  infant  mortality  rate  is 
exaggerated  because  of  the  great  nimiber  of  individuals  under  con- 
sideration, and  where,  on  accoimt  of  the  attenuated  population  at 
advanced  ages,  even  the  extreme  mortality  of  the  very  old  results 
in  absolutely  few  deaths  and  thus  in  a  comparatively  inc(mspicuous 
descent  of  the  curve. 

Diagram  IX  incidentally  reveals  a  characteristic  of  logarithmic 
diagrams  which  the  previous  figures  have  not  brought  out.  The 
descending  curve  is  arbitrarily  cut  off  at  age  95,  leaving  330  sur- 
vivors of  the  original  100,000.  To  continue  the  cxurve  to  age  100, 
thereby  accounting  for  all  but  27  survivors,  woidd  necessitate  pro- 
longing the  vertical  dimension  of  the  diagram  by  nearly  one-half, 
for  the  relative  reduction  of  the  number  of  survivors  is  rather  more 
in  the  five  years  from  95  to  100  than  in  the  first  eighty-three  years 
of  life.  To  carry  the  curve  to  the  point  where  no  one  survives  is 
impossible.  The  logarithmic  scale  has  no  zero.  Extending  a  loga- 
rithmic scale  to  zero  is  equivalent  to  reducing  a  finite  niunber  to 
zero  by  successive  divisions,  and  neither  task  can  be  accomplished 
short  of  infinity.  The  impossibility  of  completing  the  logarithmic 
representation  of  a  life-table  is  of  identical  nature  with  the  impossi- 
bility of  completely  amortizing  an  original  sum  by  writing  off  each 
year  a  fixed  proportion  of  the  remaining  amount.  Either  process 
can  be  carried  on  until  the  residual  value,  or  the  niunber  of  sur- 
vivors, as  the  case  may  be,  is  reduced  to  any  assigned  quantity 

'  The  mortality  of  the  first  month  or  two  is,  of  course,  relatively  much  higher 
than  the  mortality  of  the  first  year  as  a  whole.  To  this  &ct  is  due  the  marked  con- 
cavity of  the  curve  at  the  outset.  A  diagonal  straight  line,  substituted  for  the  curve 
from  age  o  to  age  i,  would  by  its  slope  show  the  first-year  mortality  referred  to  in 
the  text. 
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greater  than  zero;  but  neither  can  be  continued  to  the  point  of 
extinction/ 

Since  logarithmic  scales  have  no  zero,  logarithmic  diagrams 
can  have  no  base-line  at  zero.  Indeed,  they  have  no  base-line  at 
all;  or,  rather,  every  value  of  the  logarithmic  scale  is  as  much  a 
base-value  as  any  other.  This  follows  from  the  cardinal  principle 
already  repeatedly  stated,  that  the  same  absolute  interval  stands 
for  the  same  ratio  of  magnitudes  at  any  and  every  part  of  a  given 
logarithmic  scale.  It  obviously  constitutes  an  essential  distinction 
between  logarithmic  and  natural-scale  diagrams.  In  a  natural- 
scale  diagram  the  importance  of  showing  the  base-line  at  zero  of 
the  vertical  scale  can  hardly  be  urged  too  strongly.  If  this  base- 
line be  omitted,  as  it  often  is  in  unintelligent  i^^ork,  proper  visual 
estimation  of  relative  magnitudes  is  made  impossible.  Such  omis- 
sions in  complex  natural-scale  diagrams  involving  more  than  one 
base-line  lead  to  extreme  confusion  and  fallacy.  In  logarithmic 
diagrams  fallacious  effects  of  this  particular  sort  are  impossible; 
but  any  suggestion  of  a  specific  base-line  may  prove  disconcerting 
to  those  unfamiliar  with  the  logarithmic  scale  and  may  cause  mis- 
conception of  its  character.' 

The  principles  which  have  thus  far  been  developed  may  now  be 
recapitulated  : 

Throughout  a  given  diagram,  and  regardless  of  the  absolute  mag- 
nitudes concerned: 

(i)  a  given  distance  between  any  two  points,  measured  along 
a  logarithmic  scale,  indicates  in  every  case  the  same  ratio 
between  the  two  magnitudes  which  the  positions  of  the 
points  represent; 

'  This  same  principle  is  brought  out  in  another  way  by  Diagram  XX  and  the 
discussion  on  pp.  837^38. 

■  For  this  reason  Mr.  Willard  C.  Brinton  (cf.  Graphic  Methods  for  Presenting  Pads, 
p.  362)  and  the  Joint  Committee  on  Standards  for  Graphic  Piesentation  seem  ill- 
advised  in  proposing  that  the  bottom  line  and  the  top  line  of  every  logarithmic  chart 
should  marie  some  power  of  10  on  the  logarithmic  scale.  Mr.  Bowley's  authority 
(Elements  of  Statistics,  p.  190)  and  the  logic  of  the  method  are  both  against  them. 
If  for  any  reason  it  is  felt  to  be  important  that  the  logarithmic  scale  should  start  with 
a  power  of  xo,  that  objective  may  be  attained,  as  in  Diagram  X,  p.  825,  without  the 
necessity  of  a  base-line.  But  in  all  logarithmic  diagrams  the  absolute  numbers  of  the 
scale  are  quite  subordinate  in  importance,  and  should  not  be  emphasized  in  such  a 
way  as  to  mask  the  essential  properties  of  the  scale  as  a  measure  of  relations. 
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(2)  when  changing  magnitudes  are  plotted  to  a  vertical  loga- 
rithmic scale,  and  imit  intervals  of  time  are  plotted  to  a 
horizontal  natural  scale, 

(a)  the  slope  of  a  curve  is  always  an  index  of  the  rate  of 
relative  change; 

(b)  a  straight  line  represents  a  constant  rate  of  relative 
change;  and,  conversely,  a  constant  rate  of  relative 
change  is  always  represented  by  a  straight  line; 

(c)  where  the  vertical  distance  between  two  curves  is  con- 
stant the  variables  which  they  respectively  represent 
maintain  alwajrs  the  same  proportion  one  to  the  other; 
and,  conversely,  two  variables  constantly  in  the  same 
proportion  are  alwajrs  represented  by  two  curves  at  a 
fixed  vertical  interval. 

The  logarithmic  scale  adknits  of  no  zero,  and  in  terms  of  a 
logarithmic  scale  no  base-line  should  ordinarily  be  indicated. 

With  these  general  priadples  in  mind  we  may  now  consider 
Diagram  X,  in  which  the  bank  statistics  of  Diagram  I  are  plotted 
to  a  logarithmic  scale.  The  questions  which  Diagram  I  failed  to 
answer'  find  here  a  ready  solution,  and  incidentally  illustrate  certain 
useful  devices  for  the  interpretation  of  logarithmic  diagrams  in 
general. 

The  relative  expansion  of  deposits,  evidenced  by  the  absolute  rise 
of  the  upper  curve  in  Diagram  X,  was  plainly  greater  in  the  year 
following  October,  1873,  ^^^  ^  ^^  X^^ir  following  October,  1907. 
How  great  it  was  in  either  year  may  be  determined  with  the  aid  of 
the  percentage  scale  of  increase  at  the  right  of  the  main  figure. 
This  scale,  it  is  to  be  noted,  holds  good  for  vertical  measurements 
at  all  parts  of  the  diagram,  since  its  logarithmic  intervals  make  it 
a  scale  of  ratios,  quite  independent  of  absolute  magnitudes.  The 
vertical  rise  of  the  deposit  curve  following  1873  shows  by  the  scale 
an  increase  of  approximately  50  per  cent.  The  rise  after  1907, 
similarly  measured,  is  some  38  per  cent. 

Relative  decreases  of  deposits  can  be  tested  in  a  manner  quite 
analogous  by  the  logarithmic  scale  of  percentage  decrease.    Here, 

« Cf.  p.  808,  above. 
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for  convenience,  the  scale  reads  from  the  top  downward,  rather  than 
up  from  the  bottom,  as  in  the  scale  of  increase.  The  contraction  of 
deposits  from  October,  1871,  to  October,  1873,  ^  measured  by  the 
decrease  scale,  was  about  27  per  cent — appreciably  greater  than 
the  contraction  of  some  22  per  cent  during  the  two  years  preceding 
October,  1896. 

The  proportion  of  reserve  to  deposits  at  any  given  date  is 
obviously  to  be  determined  from  Diagram  X  by  measuring  the 
appropriate  vertical  distance  between  the  reserve  curve  and  the 
deposit  curve.  For  this  purpose  one  might  use  the  scales  designed 
to  measure  increase  and  decrease.  Thus,  in  October,  1905,  deposits 
were  not  quite  four  times  as  great  as  reserves,  according  to  the  mul- 
tiple scale.  Interpreted  by  the  scales  of  decrease,  reserves  were 
equivalent  to  slightly  more  than  a  quarter  of  the  deposits,  or  were 
some  74  per  cent  less  than  the  deposits.  None  of  these  statements, 
however,  expresses  reserves  in  the  conventional  way  as  a  percentage 
of  deposits.  For  convenience,  therefore,  a  special  inverse  logarith- 
mic scale  is  provided  at  the  extreme  right  of  the  figure.'  If  a  given 
vertical  interval  between  the  reserve  curve  and  the  deposit  curve  is 
laid  off  on  this  scale,  from  the  bottom  upward,  the  reading  of  the 
inverse  scale  states  the  reserve  directly  as  a  percentage  of  deposits. 
In  October,  1905,  it  thus  appears  that  the  reserve  stood  at  26  per 
cent.  The  rough  parallelism  of  the  two  curves  throughout  their 
whole  course  shows  that  the  percentage  of  reserve  has  not  greatly 
changed.  Nevertheless,  it  is  tolerably  clear  that  the  reserves  held 
in  early  October  were  rather  larger  before  1870  than  since  1895; 
for  in  the  former  period  the  curves  are  nearer  together.  The  last 
of  the  questions  which  Diagram  I  left  imsettled  thus  finds  its  answer 
in  Diagram  X. 

The  inverse  percentage  scale  introduced  in  Diagram  X  is  so 
serviceable  a  device  as  to  justify  further  illustrations  of  its  use.  In 
Diagram  XI  it  permits  reading  dutiable  merchandise  imports  as  a 
percentage  of  total  imports  of  merchandise;  and,  when  employed 
to  measure  the  vertical  distance  between  the  customs  curve  and 
one  of  the  curves  of  imports,  presents  directly  the  average  ad 
valorem  rate  of  duty  for  any  year,  reckoned,  as  the  case  may  be,  on 

'  This  scale  is,  of  course,  simply  a  scale  of  the  reciprocals  of  the  numbers  which 
would  appear  at  the  corresponding  points  on  the  logarithmic  scale  of  multiples. 
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imports  as  a  whole  or  on  dutiable  imports  only.  In  Diagram  XII 
it  serves  to  translate  into  percentages  of  total  ordinary  revenue  the 
annual  receipts  from  customs  and  from  internal  revenues,  respec- 
tively. Diagram  XIII  is  a  more  extreme  example  of  its  possi- 
bilities. Here  the  scale,  in  percentages  or  in  the  per-thousand 
equivalents,  not  only  interprets  as  a  general  death-rate  the  interval 
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between  the  total  deaths  curve  and  the  curve  of  population,  but 
makes  possible,  by  analogous  measurements,  the  determination  of 
death-rates  for  each  specified  disease,  and  the  expression  of  the 
deaths  from  each  disease  as  a  percentage  of  all  deaths.  The  note- 
worthy feature  of  this  illustration  is  the  extreme  range  of  magnitudes 
in  the  data  presented.  The  estimated  niunber  of  persons  in  1914 
is  nearly  two  thousand  times  as  great  as  the  niunber  of  deaths  from 
cancer  in  1900.  The  inclusion  of  such  diverse  numbers  in  one  dia- 
gram has  necessitated  a  rather  severe  compression  of  the  vertical 
scale,  with  the  result  that  in  a  diagram  of  convenient  breadth  the 
curves  are  flatter  and  less  vigorous  than  would  be  desirable.  But, 
if  the  logarithmic  method  is  taxed  by  the  demands  of  this  problem, 
the  natural-scale  method  fails  outright,  as  is  revealed  by  Dia- 
gram XIV.  The  population  curve  is  here  clear  enough;'  but  the 
curve  of  total  deaths  is  abased  into  almost  featureless  insignificance. 
As  for  the  curves  of  deaths  from  special  diseases,  they  never  emerge 
into  visibility,  but  lie  blurred  in  the  base-line.  The  highest  point 
on  the  highest  of  these  curves  would  be  but  0.006  of  an  inch 
above  the  zero  of  the  scale. 

Thus  another  merit  of  no  slight  importance  is  to  be  recorded  for 
the  logarithmic  scale:  it  is  far  superior  to  the  natural  scale  for 
effecting  comparisons  when  very  small  and  very  large  quantities 
must  be  taken  into  accoimt  concurrently.  Nor  is  this  superiority 
manifest  only  in  such  figures  as  Diagram  XIII.  Whenever  a  his- 
torical curve  records  extreme  growth,  the  same  advantage  is  foimd. 
It  is  not  necessary  to  dwarf  the  small  beginnings  in  order  to  keep 
the  later  development  within  manageable  dimensions.  A  study  of 
Diagrams  III  and  IV  will  illustrate  this  point.  More  striking  illus- 
tration is  offered  in  Diagrams  XV  and  XVI.  The  production  of 
tinplate  in  1891  and  the  years  immediately  following  was  so  small 
that  the  ordinary  diagram  (Diagram  XV)  leaves  inconspicuous  the 
extremely  rapid  rate  of  progress  in  output  during  those  first  years. 
The  logarithmic  diagram  (Diagram  XVI)  quite  reverses  the  empha- 
sis. Plainly,  the  recent  increase  has  been  far  from  proportionate 
to  the  exuberant  growth  of  the  infant  industry. 

*  It  gives,  in  fact,  interesting  proof  of  the  basis  upon  which  the  Bureau  of  the 
Census  estimates  the  population  in  intercensal  years.  The  curve  is  a  straight  line. 
Plainly,  therefore,  the  population  is  assumed  to  have  increased  annually  since  1900 
by  one-tenth  of  the  total  increase  for  the  intercensal  decade  1900-19x0. 
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Diagram  Xm. — ^Estimated  Population,  Total  Deaths,   and  Deaths 

FROM  Certain  Specified  Diseases,  in  Connecticut, 

FOR  Each  Year,  1900-1914 

LogarUhmic  Vertical  Scale 

Data  from  Mortality  Reports  of  the  United  States  Bureau  of  the  Census 
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Although  the  years  of  small  beginnings  in  a  historical  record  may 
present  no  features  that  require  special  consideration^  the  logarith- 

DiAGRAM  XIV. — ^Estimated  Population,  Total  Deaths,  and  Deaths 

FROM  Certain  Speofied  Diseases,  in  Connecticut, 

FOR  Each  Year,  1900-1914 

Natural  Scale 

Data  of  Diasiam  Xm 
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mic  historical  diagram  is  again  advantageous  whenever  substantially 
the  same  rate  of  relative  increase  characterizes  the  whole  period 
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under  review.  In  such  cases  the  general  trend  or  growth-axis  of 
the  logarithmic  curve  will  of  course  be  nearly  straight.  This  is 
interesting  for  its  evidence  of  consistent  growth.  It  has  the  further 
technical  merit  of  permitting  the  trend  of  the  curve  to  be  approxi- 
mately maintained  throughout  at  any  desired  slope  by  the  mere 
choice  of  dimensions  for  the  diagram.    Hence  such  curves  can 

Diagram  XV.— Annual  Production  op  Tinplate  in  the  United  States, 

1891-1912 

Natural  Scale 

Data  from  D.  E.  Dtinbar:  Th$  Tm  Plate  Indmstry,  p.  15 
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readily  be  kept  close  to  an  inclination  of  45*^,  with  the  result  that 
irregularities  of  direction  are  much  more  easily  noticed  than  if  the 
slope  were  as  steep  or  as  flat  as  in  natural-scale  diagrams  some 
parts  of  the  curve  often  must  be. 

For  the  plotting  of  index-numbers  logarithmic  diagrams  are 
particularly  appropriate,  for  here  the  numbers  themselves  are 
ratios,  and  their  relative  aspect  is  important.  If  an  index  number 
of  general  prices  should  rise  from  80  to  100,  and  later  from  100  to 
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i20y  the  two  changes  would  appear  of  equal  significance  in  an  ordi- 
nary diagram.  Yet  the  first  is  an  increase  of  25  per  cent,  the  second, 
an  increase  of  but  20  per  cent.  In  their  effects  upon  the  purchasing 
power  of  stated  money  incomes  the  two  changes  are  by  no  means 
the  same.  A  logarithmic  diagram  reveals  their  significant  differ- 
ence. Diagrams  XVII  and  XVIQ  contrast  the  natural-scale 
method  with  the  logarithmic-scale  method  in  the  case  of  the  general 

DiAGSAM  XVI.— Annual  Production  of  Tinplate  in  the  United  States, 

1891-1912 
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index  nimiber  of  wholesale  prices  from  1890  to  1914,  published  by 
the  United  States  Bureau  of  Labor  Statistics.  It  will  be  remarked 
that  the  logarithmic  figure,  which  does  not  require  a  zero  base-line 
in  order  to  convey  a  true  sense  of  relative  values,  permits  a  con- 
siderable saving  of  space. 

The  foregoing  discussion  has  referred  throughout  to  graphic  con- 
structions in  which  logarithmic  intervals  may  be  substituted  for 
uniform  intervals  in  the  vertical  scale.    Such  constructions  include 
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DiAGKAM  XVn. — COUKSE  OP  THE  GeNESAL  InDEX  NuMBER  OP  WHOLESALE 

psices  pubushed  by  the  united  states  bukeau  op 
Labor  Statistics,  1890-1914 

(Average  Prices  por  the  Period  1890-99  are  Taken  as  100) 

Natural  Scale 
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Diagram  XVUI.— Course  op  the  General  Index  Number  op  Wholesale 

Prices  Published  by  the  United  States  Bureau  op 

Labor  Statistics,  1890-1914 

Logarithmic  Vertical  Scale 

Data  of  Diagram  XVII 
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nearly  all  the  important  uses  to  which  logarithmic  scales  have  been 
put  in  statistical  representation.  The  reason  for  the  prevalence  of 
this  usage  is  soimd,  but  it  adopts  of  exceptions.  On  occasion  the 
hOTizontal  scale  may  be  selected  for  logarithmic  subdivision. 

^llie  vertical  scale,  by  convention,  is  the  scale  of  the  "dependent 
variable,"  while  the  "independent  variable"  is  plotted  on  the  hori- 
zontal scale.  That  is,  the  horizontal  scale  defines  the  questions  to 
be  answered:  the  vertical  scale  shows  the  answer.  The  statistical 
investigator  determines  the  independent  variable  when  he  decides 
upon  the  terms  of  his  problem.  His  study  of  imports,  for  example, 
is  to  be  a  study  by  fiscal  years.  From  the  moment  of  that  decision, 
time,  in  fiscal  years,  is  the  independent  variable  in  his  investigation. 
When  his  results  are  presented  in  graphic  form,  the  years  will  appear 
along  the  horizontal  scale.  Persons  who  examine  his  diagrams  will 
recognize  the  years  as  the  basis  of  the  study,  but  will  fix  their 
immediate  attention  upon  the  dependent  variable — ^the  annual 
amounts  of  imports,  measured  upon  the  vertical  scale.  Because  the 
values  of  the  dependent  variable  are  thus  the  matter  of  immediate 
interest  in  a  diagram,  the  statistician  not  unnaturally  devotes  to 
them  his  most  careful  expository  devices,  and  among  others  the 
device  of  the  logarithmic  scale  for  the  special  elucidation  of  relative 
magnitudes. 

But  precisely  because  of  this  emphasis  upon  the  dependent 
variable  it  is  imfortunate  to  becloud  it  with  any  imcertainty  which, 
for  the  iminitiated,  may  lurk  in  the  logarithmic  intervals.  Since, 
on  the  other  hand,  values  of  the  independent  variable  are  so  much 
taken  for  granted — since,  for  example,  the  notion  of  successive 
years  of  observation  is  so  simple  and  familiar — ^it  might  seem  expe- 
dient, if  it  were  possible,  to  use  the  ratio-scale  for  the  independent 
variable,  to  the  end  that  there  should  emerge  a  diagram  combining 
the  advantages  of  the  logarithmic  method  with  the  simplicity  of  a 
natural  vertical  scale.  This  objective,  though  not  wholly  realizable, 
may  be  approached  in  special  and  limited  instances.  / 

Diagram  XIX  illustrates  a  simple  attempt  of  the  sort.  It  is 
designed  to  contrast  the  actual  growth  of  population  in  the  United 
States  with  the  growth  that  would  have  taken  place  if  a  constant 
geometrical  rate  of  increase  had  doubled  the  numbers  every  twenty- 
five  years  since  1790.    The  vertical  scale,  recording  population  in 
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millions,  has  the  natural,  uniform  intervals.  The  dates  of  the 
successive  censuses  are  arbitrarily  marked  off  on  the  horizontal 
scale  at  such  points  that  the  broken-line  curve  of  the  figure,  repre- 
senting the  hypothetical  doubling  of  population  every  twenty-five 

Diagram  XIX. — ^Actual  Growth  op  the  Population  op  the  United  States 
(Continuous  Line)  Contrasted  with  a  Hypothetical  Doubuno 
Every  25  Years  since  1790  (Broken  Line) 

Geometric  HarizofUal  Scale 

Dftto  from  xath  Cenaus  of  the  United  States,  I,  24.    The  revised  csthnate  for  1870  has  been  sabstitnted 

for  the  original  enumeratiim 
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years,  shall  be  a  straight  line.  In  other  words,  the  decennial  inter- 
vals of  the  horizontal  scale  are  made  proportional  to  the  assumed 
absolute  increases  of  population  during  the  corresponding  periods, 
and  therefore  constitute  a  geometrical  series.  When  the  actual 
growth  of  population,  according  to  census  enumerations,'  is  plotted 

*As  before,  in  Diagrams  V  and  VI,  the  revised  estimate  for  1870  has  been  sub- 
stituted for  the  original  enumeration. 
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to  these  scales,  the  coiirse  of  the  resulting  curve,  viewed  in  relation 
to  the  straight  line  of  the  hypothesis,  effectively  shows  to  what 
extent  the  predicted  rate  of  doubling  has  in  fact  been  realized.  The 
deviations  of  the  actual  curve  (the  heavy,  continuous  curve  in 
Diagram  XIX)  from  the  hypothetical  straight  line  are  in  this  con- 
struction easily  read  from  a  natural  scale;  but  they  are  of  course 
depicted  as  absolute  and  not  as  relative  deviations. 

In  Diagram  XX  a  similar  horizontal  scale  is  utilized  for  charting 
depreciation  on  the  basis  of  an  annual  shrinkage  in  value  equal  to 
10  per  cent  of  the  value  at  the  beginning  of  the  year.  Each  interval 
on  the  time-scale  is  taken  as  1^  of  the  preceding  interval;  and  conse- 
quently the  required  depreciation  curves  are  straight  lines,  whatever 
the  original  values  subject  to  depreciation. 

For  its  special  purpose  the  construction  of  Diagram  XX  is 
simple  and  convenient.  The  method  there  employed  is,  however, 
of  much  more  restricted  use  than  the  method  adopted  in  the  some- 
what analogous  case  of  Diagram  Vn.  In  that  figure  (which  might, 
of  course,  be  read  backward  to  determine  depreciation  instead  of 
compoimded  increase)  the  several  curves  that  show  increase  at 
6  per  cent  compoimd  interest  are  not  merely  straight  lines,  but 
lines  of  the  same  characteristic  slope,  whatever  the  initial  amoimt 
invested.  In  Diagram  XX  the  different  depreciation  curves  are 
not  parallel:  the  slope  of  each  depends  on  the  initial  value.  Again, 
whereas  in  Diagram  Vn  compoimd  increase  at  any  rate  other  than 
6  per  cent  would  be  denoted  by  a  straight  line  of  another  and  equally 
characteristic  slope,  ciirves  drawn  in  Diagram  XX  to  show  depre- 
dation at  a  rate  other  than  10  per  cent  per  year  would  not  be 
straight  lines.  The  device  of  a  geometric  horizontal  scale,  as 
applied  in  Diagrams  XIX  and  XX,  can  be  adapted  to  give  straight- 
line  ciirves  for  any  one  rate  of  geometric  increase  or  decrease,  but 
for  only  one.  / 

The  construction  of  Diagram  XX  seems  at  first  glance  to  involve 
the  paradox  of  complete  amortization  by  the  repeated  writing  off 
of  a  fixed  annual  percentage.  The  vertical  scale  of  values,  being 
a  natural  scale,  has  of  course  a  definite  zero  base-line  which  the 
depredation  curves,  being  oblique  straight  lines,  must  cut  if  they 
are  suflidently  prolonged.    They  do  in  fact  cut  it  in  a  common 
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point,  as  the  figure  demonstrates.  But  this  point  represents,  on 
the  scale  of  years,  an  infinity  of  time.  Though  the  graduation  of 
the  horizontal  scale  be  extended  by  any  finite  mmiber  of  the  dwin- 
dling one-year  intervals,  this  point  will  not  be  quite  reached.  Thus 
the  impossibility  of  final  amortization  which  in  a  depreciation 
chart  of  the  type  of  Diagram  IX  would  be  attested  by  the  infinite 

DiAOSAM  XX.— Depreciation  Chart,  Showing  the  REsmuAL  Value, 
AFTER  Any  Specdied  Number  of  Years,  of  a  Given  Asset  Defre- 
dATiNO  Annually  by  10  per  cent  of  Its  Value  at  the  Beginnino 
OF  the  Year 
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remoteness  of  the  zero  value  on  a  logarithmic  vertical  scale,  here 
manifests  itself  in  the  infinitesimal  effect  of  added  years. 

Of  diagrams  with  both  scales  divided  logarithmically  a  single 
example  will  suffice.  Diagram  XXI  exhibits,  on  a  double  logarith- 
mic scale,  the  numbers  of  incomes  in  the  United  States  which, 
according  to  the  personal  income-tax  returns  for  the  calendar 
year  1916,  equaled  or  exceeded  the  annual  amoimts  specified. 
Diagram  XXII,  with  natural  scales,  presents  the  same  data  for 
amoimts  up  to  $100,000.    To  have  presented  the  full  range  of  the 
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data  in  this  form  and  within  the  limits  of  the  page  would  have  com- 
pelled plotting  the  amoimts  of  income  on  about  one-tenth  the  scale 
actually  adopted,  with  the  result  of  rendering  virtually  invisible 


DiAGSAM  XXI.—DiSTSiBunoN  OF  Pessonal  Incomes  Subject  to  the 

United  States  Federal  Income  Tax,  as  Reported  for  the 

Calendar  Year  1916 

The  curve  shows  the  total  number  of  incomes  equal  to  or 
exceeding  each  specified  annual  amount 
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the  detailed  distribution  of  incomes  under  $10,000  a  year — ^that  is, 
of  nearly  three-fourths  of  all  the  incomes  reported.  Diagram  XXI 
thus  proves  again  the  economy  of  space  which  logarithmic  scales 
may  effect.  In  this  particular  case  it  serves  also  a  more  interesting 
purpose;  for  it  tests,  by  these  special  data,  Professor  Pareto's 
generalization,  according  to  which  the  curve  of  the  distribution  of 
incomes,  plotted  in  this  manner  to  a  double  logarithmic  scale, 
approximates  a  straight  line. 

If  it  were  the  aim  of  this  article  to  explore  the  full  possibilities 
of  logarithmic  diagrams  as  a  means  of  statistical  analysis,  many 
other  interesting  instances  might  no  doubt  be  adduced.  But  the 
intention,  as  was  annoimced  at  the  outset,  is  rather  to  exemplify, 
and  thus  to  familiarize,  the  more  obvious  advantages  of  the  logarith- 
mic scale  in  graphic  representation.  That  intention  has  perhaps 
now  been  in  some  measure  accomplished. 

From  the  illustrations  which  have  been  offered  it  will  have 
appeared  first  of  all  that  logarithmic  diagrams  present  ratios  and 
relative  changes  as  directly  and  simply  (though  not,  to  the  unini- 
tiated eye,  so  obviously)  as  natural-scale  diagrams  present  absolute 
differences.  Consequently  the  logarithmic  method  is  peculiarly 
effective  when  the  data  are  essentially  relative;  when  they  exhibit 
a  tendency  to  increase  or  decrease  at  a  fixed  relative  rate;  or  when 
significant  proportionalities  between  different  series  of  data  are  to 
be  demonstrated.  Incidentally  it  serves  to  economize  space,  and 
thus  permits  the  inclusion  of  very  diverse  magnitudes  in  the  same 
figure.  These  are  real  advantages,  which  clearly  justify  the  use  of 
logarithmic  constructions  in  a  considerable  range  of  graphic  work — 
sometimes  by  themselves,  sometimes  in  conjimction  with  other 
forms  of  representation.  How  extensively  such  constructions  will 
or  should  supplant  ordinary  figures  on  the  natural  scale  need  not 
now  be  argued.  It  is  enough  to  make  known  their  fimdamental 
properties.  When  these  are  generally  appreciated,  we  may  trust 
the  ingenuity  and  judgment  of  statisticians  to  find  for  logarithmic 
diagrams  the  place  that  they  deserve. 

James  A.  Field 

XJNivsRsmr  of  Chicago 
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NOTES 
WASHINGTON  NOTES 

TtfE  COMPLETION  OF  THE 

The  completion,  on  August  30,  of  the  period  within  which  subscrip- 
tions to  the  government  loan  of  $2,000,000,000,  offered  to  the  public 
in  May  and  June,  were  to  be  paid,  now  for  the  first  time  permits  some 
more  or  less  accurate  estimate  of  the  pover  of  the  United  States  to  pro- 
vide for  the  maintenance  of  the  war  with  Germany.  Probably  the  first 
consideration  in  this  connection  that  presents  itself  is  the  remarkable 
and  more'  than  expected  success  attained  in  connection  with  the  loan 
itself.  The  fact  that,  in  round  numbers,  $3,000,000,000  instead  of 
$2,000,000,000  was  offered  is  an  interesting,  but  by  no  means  the  most 
important,  feature  of  the  transaction.  The  most  striking  aspect  of  the 
situation  is  found  in  the  fact  that  the  diversion  of  the  $2,000,000,000 
actually  accepted  in  subscriptions  to  government  \ises  did  not,  in  any 
apparent  degree  whatever,  disturb  the  financial  markets  of  the  coimtry. 
This,  in  a  large  measure,  is  due  to  the  working  of  the  federal  reserve 
system,  under  which  it  was  possible,  not  only  to  retain  all  of  the  subscrip- 
tion funds  in  the  banks  in  which  they  originated,  but  also  to  transfer 
the  subscriptions  for  bonds  from  the  private  holders  of  the  f imds  to  the 
government,  and  from  the  latter  to  the  sellers  of  goods  or  to  the  foreign 
governments  to  which  they  were  advanced,  without  altering  the  distribu- 
tion of  the  nation's  cash.  The  operation  of  the  Gold  Settlement  Fund 
at  Washington  entirely  obviated  any  necessity  for  shipments  of  currency 
or  specie  from  one  part  of  the  country  to  another,  and  thus  the  whole 
transaction  was  carried  through  with  unexampled  ease  and  rapidity. 
This  success,  however,  would  not  have  been  possible,  even  with  the  use 
of  the  most  perfect  mechanism,  had  it  not  been  for  the  existence  of 
readily  available  funds  in  large  voliune.  Although  it  was  promptly 
announced  that  the  subscriptions  to  the  loan  had  come  from  about 
4,000,000  persons,  the  vast  majority  of  whom  had  subscribed  in  sums  of 
$10,000  or  less,  it  was  not  imtil  near  the  end  of  July  that  there  was  definite 
knowledge  of  the  fact  that  more  than  three-quarters  of  the  subscribers 
had  promptly  paid  for  their  bonds  without  taking  advantage  of  the 
instalment  plan  of  payment  which  the  government  had  arranged  in  order 
to  permit  of  the  easier  absorption  of  the  securities.    At  the  same  time 
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it  became  evident  that  but  a  small  fraction  of  the  new  bonds  had  been 
purchased  by  the  banks  of  the  country,  while  only  a  very  moderate 
amoimt  had  apparently  been  taken  by  subscribers  who  obtained  from 
their  banks  the  funds  with  which  to  pay  for  these  bonds.  These  dr- 
cumstancesy  taken  together,  show  that  the  loan  has  not  only  been 
''popular/'  in  the  ordinary  sense  of  that  term,  but  also  that  it  has  been 
possible  to  reach  the  ultimate  investor  and  to  induce  him  to  take  up  the 
securities  in  a  way  that  largely  insures  their  being  held  out  of  the  market. 
A  doubly  beneficial  result  has  thus  been  obtained — the  quick  and  satis- 
factory distribution  of  these  bonds  and  the  assurance  that  new  issues 
will  probably  not  be  disturbed  by  the  presence  of  floating  supplies  of  this 
first  issue.  Not  only,  therefore,  in  the  amount  of  the  loan,  but  in  the 
success  with  which  it  has  been  distributed,  must  this  bond  issue  be 
regarded  as  entitled  to  a  very  high  rank,  technically  speaking,  among 
the  popular  loans  of  the  United  States. 

GKOWXH  OF  WAR  £XP£NDITU££S 

As  in  most  wars,  it  is  already  turning  out  that  the  preliminary  esti- 
mates of  cost  are  far  below  what  experience  shows  to  be  necessary. 
Upon  the  entry  of  the  United  States  into  the  war  it  was  currently  sup- 
posed that  the  total  outlay  for  the  first  year  would  probably  run  to 
$6,000,000,000  or  $7,000,000,000,  of  which  about  one-half  would  be  used 
in  the  form  of  advances  to  the  allied  nations  and  one-half  for  the  domestic 
expenditures  of  the  United  States.  The  first  six  months  of  the  war, 
however,  have  shown  that  these  figures  are  probably  about  40  per  cent 
of  the  actual  requirements.  According  to  the  latest  estimates,  the  first 
year's  cost,  including  both  loans  to  the  Allies  and  domestic  expenditures, 
is  likely  to  run  into  the  neighborhood  of  $18,000,000,000.  Of  this  sum, 
apparently,  probably  something  like  one-half  will  be  likely  to  take  the 
form  of  advances  to  foreign  nations,  the  remainder  being  spent  in  our 
own  military  preparations,  in  industrial  imdertakings  necessitated  by  the 
war,  and  in  the  payment  of  ordinary  expenses.  Congress,  which  at  this 
writing  has  not  yet  passed  any  measure  providing  for  increased  taxation, 
but  is  still  laboring  upon  the  measure  originally  proposed  to  it,  thus  finds 
the  basis  of  its  calculations  altered.  The  Senate  had  planned  to  enact  a 
measure  carrying  a  little  more  than  $1,500,000,000  of  taxation,  and, 
in  the  face  of  estimates  of  expenditure  that  have  been  multiplied  some 
two  and  one-half  times,  it  now  proposes  to  raise  this  figure  to  a  point 
somewhere  between  $2400,000,000  and  $2,500,000,000.  Estimating 
that  the  total  outlay  for  the  first  year  is  $18,000,000,000,  the  proportion 
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raised  by  taxation  would  thus  appear  to  be  only  about  one-seventh  of  the 
amount  required.  This  is  not  quite  so  small  a  proportion  to  be  raised 
by  taxation  as  during  the  first  year  of  the  Civil  War,  the  amount  then 
raised  by  loans  having  been  as  $8 .  52  to  $i  .00  of  taxation.  The  outcome 
is  displeasing  to  several  groups  of  persons.  At  the  opening  of  the  war 
with  Germany  there  had  been  a  section  of  opinion  which  favored  what 
was  known  as  '^  conscription  of  income/'  while,  on  the  other  hand,  some 
who  were  socialistically  inclined  believed  that  the  present  was  an  advan- 
tageous time  for  the  application  of  their  favorite  theories  of  proscrip- 
tion of  income.  Both  groups  argued  strongly  in  favor  of  a  very  large 
dependence  upon  taxation  relative  to  loans.  Experience,  both  here  and 
abroad,  is  showing,  however,  the  necessity  of  relying  in  a  high  degree 
upon  saving  as  a  source  of  revenue  during  the  present  war.  No  such 
sums  as  have  been  raised  in  European  countries,  or  as  are  now  to  be 
obtained  in  the  United  States,  can  be  deducted  from  old  incomes  without 
either  much  additional  saving  on  the  part  of  their  owners  or  the  creation 
of  new  incomes  by  the  saving  process.  The  discouraging  effect  of  taxa- 
tion upon  saving  is  well  known,  and  the  policies  thus  far  pursued  by 
France,  England,  and  Germany  show  how  clearly  these  countries  of 
scientific  taxation  have  recognized  the  necessity  of  relying  upon  the 
saving  power  of  the  nation,  even  while  applying  taxation  of  an  unpre- 
cedented character.  Apparently  the  United  States  is  likely  to  pass 
through  very  much  the  same  experience,  financially  speaking,  that  has 
already  been  had  by  Great  Britain.  The  legislative  discussion  of  the 
past  few  weeks,  however,  makes  it  clearer  that  the  controversy  between 
those  who  believe  in  the  large  use  of  loans  and  those  who  desire  to  limit 
such  loans  so  far  as  possible,  and  to  obtain  funds  through  taxation 
instead,  will  be  continuous  so  long  as  the  war  continues  and  new  revenues 
have  to  be  provided  for. 

"trading  with  the  enemy" 

By  adopting,  in  September,  the  so-called  "Trading  with  the  Enemy 
act"  (H.R.  4960)  Congress  has  taken  another  step  toward  paralleling 
the  policies  of  foreign  governments  as  established  during  the  present 
war.  The  "Trading  with  the  Enemy  act"  should  be  considered  in  con- 
junction with  the  act  adopted  on  Jime  15,  entitled  "An  act  to  pimish 
interference  with  the  foreign  relations,  neutrality,  or  foreign  commerce 
of  the  United  States,"  better  known  as  the  "Espionage  act."  In  the 
latter  measure  there  was  contained  provision  for  the  control  of  exports 
and  for  the  requiring  of  export  licenses  as  a  condition  of  foreign  business. 
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The  "Trading  with  the  Enemy  act"  forbids  either  direct  or  indirect 
commerce  with  enemies  of  the  United  States  and  also  conveys  power 
to  forbid  imports.  Much  of  the  text  of  the  latter  act  is  con- 
cerned with  detailed  provisions  relating  to  the  control  of  banking 
and  foreign  exchange  operations  believed  likely  to  result  in  benefit- 
ing hostile  nations,  with  the  technique  of  patent  rights,  and  the  like, 
during  the  war  period,  with  the  disposal  and  settlement  of  contracts 
entered  into  prior  to  the  war,  and  other  similar  matters.  The  main 
purpose  of  the  act  is,  as  already  stated,  that  of  preventing  either  goods 
or  money  now  in  possession  of  persons  resident  in  the  United  States,  or 
in  other  coimtries  trading  with  the  United  States,  from  getting  into  the 
hands  of  citizens  of  Germany*  Many  of  the  provisions  of  the  act  are 
of  a  restrictive  nature,  prescribing  what  conduct  or  action,  ordinarily 
lawful,  will  not  longer  be  permitted.  From  a  public  standpoint  the 
significant  aspect  of  the  measure  lies  in  the  fao(b  that  it  establishes  a 
strict  control  of  foreign  trade  and  prohibits,  under  severe  penalty,  either 
trading  itself,  or  the  transporting  of  goods,  for  the  benefit  of  "enemies." 
Under  the  provisions  of  this  act,  tidcen  in  connection  with  the  act  of 
June  15,  already  referred  to,  a  far-reaching  transformation  in  the  foreign 
trade  of  the  United  States  is  being  effected.  Not  only  has  a  system  of 
export  licenses  been  developed,  such  licenses,  for  all  commodities  to 
which  they  are  applicable,  becoming  a  part  of  the  necessary  documentary 
protection  of  bank  loans,  but  a  general  policy  of  restricting  the  movement 
of  goods  and  gold  to  foreign  countries  has  been  inaugurated.  The  most 
striking  example  of  the  results  of  this  policy  is  seen  in  the  suspension  of 
exports  of  food  products,  copper,  and  the  like  to  European  neutrals,  notably 
Holland  and  the  Scandinavian  countries,  from  which,  it  is  supposed,  large 
transfers  have  been  made  to  Germany  by  means  of  re-exports.  The 
effect  of  the  plan  is  rapidly  proving  to  be  that  of  limiting  the  necessary 
means  of  livelihood  of  those  neutrals  who  are  now  unable  to  supply  them- 
selves either  from  their  ordinary  sources  elsewhere  or  from  the  United 
States.  Not  only  their  trade  with  Germany,  but  also  their  necessary 
domestic  supply  of  consiunable  articles,  is  thus  ciurtailed.  One  effect  of 
this  policy  has  already  been  that  of  considerably  sharpening  the  diffi- 
culties of  the  political  position  of  these  European  neutrals,  who  may 
now  be  compelled  by  their  necessities,  either  openly  or  tacitly,  to  take 
sides  in  the  contest.  The  effect  of  the  export  policy  upon  our  own  trade 
abroad  cannot  thus  far  be  predicted,  but  from  the  present  outlook  it 
would  seem  that  the  principal  immediate  residt  would  probably  be  merely 
that  of  redistributing  goods  instead  of  reducing  shipments,  practically 
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rerything  that  can  be  produced  in  this  country  being  so  strongly  in 
;mand  as  to  insure  abundant  opportunities  for  its  sale. 


ev< 
demand  as 


LEGISLATIVE  CONTROL  OF  FOOD 


The  foreign  economic  policy  embodied  in  the  two  acts  already 
sketched  is  carried  out  domestically  in  the  so-called  "Food  Control  act" 
(Public  41,  65 th  Congress,  first  session,  approved  August  10),  whereby 
there  is  created  a  s)rstem  for  the  control  and  use  of  important  products 
at  home.  The  essential  feature  of  this  measure  is  found  in  the  prohibi- 
tion of  any  agreements  or  conspiracies  to  limit  facilities  for  transporting, 
producing,  and  storing,  or  dealing  in,  necessaries  of  any  kind,  or  the 
enhancement  of  the  prices  of  such  necessaries.  "  Hoarding  "  is  forbidden 
under  heavy  penalty,  and  authority  is  granted  for  seizing  stocks  of 
hoarded  articles.  The  general  power  of  requisition  already  resident  in 
the  hands  of  the  administrative  authorities  imder  general  law  is  specifi- 
cally defined,  and  conditions  of  payment  for  requisitioned  articles  are 
prescribed.  Quite  as  extreme  as  any  other  element  of  the  act  is  the 
provision  for  the  entire  or  partial  suspension  of  trading  on  boards  of 
trade  and  other  exchanges;  while  ia  line  with  the  general  movement 
toward  conservation  of  food  supplies  is  the  prohibition  of  the  use  of 
foodstuffs  for  distilling  from  and  after  a  date  of  thirty  da)rs  subsequent 
to  the  passage  of  the  act.  A  section  which  is  raising  more  difference  of 
opinion  than  perhaps  any  other  is  sec.  25,  in  which  authority  is  granted 
to  the  President  of  the  United  States  to  fix  prices  of  coal  and  coke,  and 
in  case  of  necessity  to  take  over  the  plants  and  mines  engaged  in  produ- 
cing these  articles.  Work  has  already  begun  under  the  Food  Control 
act  for  the  purpose  of  conserving  and  controlling  the  grain  supply,  while 
negotiations  with  coal  and  coke  producers  have  been  imder  way  for 
some  time  past.  The  question  whether  the  large  powers  granted  in  the 
act  will  be  sufficient  to  accomplish  the  same  objects  that  have  been 
attained  in  other  coimtries  remains  to  be  settled.  On  two  points  ques- 
tion may  be  raised:  (a)  whether  the  control  of  prices  will  be  effective 
imless  producers  are  in  some  way  compelled  to  produce  and  sell  at  these 
prices;  and  (6)  whether,  even  with  steady  production  and  sale  at  fixed 
prices,  consumption  can  be  sufficiently  limited  by  volimtary  consent  of 
consumers  throughout  the  coimtry  to  make  the  conservation  movement 
really  effective  and  satisfactory  in  its  operation.  It  is  probably  true 
that,  at  the  present  time,  the  further  application  of  the  policies  embodied 
in  the  Food  Control  act  in  such  a  way  as  to  cover  production,  sale,  and 
consumption  would  not  be  sanctioned  by  public  opinion,  and  the  whole 
policy  will  necessarily  depend  for  success  in  practical  application  upon 


Digitized  by 


Google 


NOTES  847 

the  way  in  which  it  is  administratively  developed  and  upon  the  attitude 
adopted  toward  it  by  the  public  in  general.  This  in  turn  depends  upon 
how  far  Americans  at  large  feel  disposed  to  go  in  application  of  national 
resources  to  the  support  of  the  European  war,  since  the  essential  object 
of  the  legislation  is  that  of  raising  our  possible  exports  of  foodstuffs  to 
a  maximum  in  order  that  the  fighting  force  abroad  may  be  currently 
maintained.  The  whole  food  control  S3rstem,  while  an  outgrowth  of 
necessity,  embarks  the  United  States  upon  a  field  of  enterprise  which 
has  heretofore  been  entirely  foreign  to  its  principles  and  practice  of 
government  and  which,  both  in  the  practical  working  of  the  s)rstem  and 
in  its  general  effect  upon  governmental  methods  and  policies,  will  neces- 
sarily have  to  be  developed  by  a  process  of  experiment. 

INVESTMENT  EFFECTS  OF  THE  WAR 

One  important  result  of  war  financing  is  seen  in  the  effect  produced 
upon  investment  securities  of  every  description.  Since  the  placing  of  the 
great  government  loan  of  May  and  June,  1917,  there  has  been  a  sharp 
downward  movement  both  in  stocks  and  in  bonds,  this  reduction  being 
distinctively  a  change  in  investment  values,  and  not  primarily  the  result 
of  any  alteration  either  in  speculative  conditions  or  in  industrial  outlook. 
The  falling  off  in  the  case  of  some  first-dass  securities  has  amounted  to 
as  much  as  10  per  cent  of  their  value,  the  rate  of  decline  varying  consider- 
ably according  to  the  term  the  security  has  to  run  and  the  rate  of  interest 
it  brings.  This  decline  is  the  result  of  a  complex  series  of  factors.  First 
of  all,  the  placing  of  the  government  loan,  of  course,  diverted  from  their 
normal  channels  investment  fimds  which  would  otherwise  have  been 
available  and  would  have  been  offered  for  the  purchase  of  existing  shares 
and  bonds.  Secondly,  the  establishment  of  a  new  and  much  higher  rate 
of  interest  on  government  bonds  themselves — the  premier  security  of 
the  world  today — imdoubtedly  changed  the  imderlying  basis  of  income 
calculation  for  practically  all  investments.  In  addition,  the  element  of 
tax  exemption  introduced  a  factor  the  importance  of  which  can  be  only 
remotely  estimated.  In  the  case  of  some  individuals  of  very  large  income 
who  were  induced  by  the  fact  of  tax  exemption  to  shift  their  available 
funds  from  private  to  public  bonds  the  influence  may  have  been  very 
substantial.  In  the  case  of  other  persons  of  smaller  revenue  it  has  been 
less  directly  significant,  although  of  some  influence.  On  the  whole,  it 
must  be  reckoned  as  a  factor  of  considerable,  although  of  eccentric, 
importance.  As  a  coimtervailing  factor,  offsetting  these  various 
influences  already  enumerated,  may  be  mentioned  the  withdrawal,  to  a 
very  large  extent,  of  private  issues  from  the  market    A  very  few  short- 
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time  refunding  or  financing  operations  have  been  undertaken  and  carried 
through,  but  it  is  generally  admitted  that  to  an  increasing  extent  the 
fluid  wealth  of  the  country  must  be  devoted  to  the  uses  of  the  govern- 
ment and  is  less  and  less  likely  to  be  readily  available  for  any  private 
or  industrial  investments.  There  has  thus  been  brought  about,  even 
at  this  early  stage  of  the  war,  a  striking  transformation  of  the  conditions 
under  which  capital  is  borrowed  and  applied.  This  and  its  implied  result 
must  undoubtedly  be  one  of  the  permanently  significant  influences 
growing  out  of  the  war.  Not  imtil  the  economic  pressure  on  the  country 
is  lessened  through  the  reduction  of  taxation  and  the  withholding  of 
government  loans  would  it  again  be  possible  to  resimie  the  normal  de- 
velopment of  other  resources  and  the  production  of  the  usual  quantity 
of  consiunable  goods.  Meanwhile  the  supply  of  such  goods  would  be 
reduced  in  proportion  to  the  withdrawal  of  capital  already  referred  to, 
and  the  wants  of  the  population  will  be  progressively  more  difficult  to 
satisfy  as  the  period  subsequent  to  the  suspension  of  normal  investment 
grows  longer  and  longer.  It  is  a  remarkable  feature  of  our  war  financing 
that  this  important  result  should  have  been  reached  so  early  in  the  war. 
In  the  case  of  Great  Britain  it  was  not  fully  developed  imtil  a  much  later 
date.  This  earlier  transformation  in  the  United  States  is  due  to  the 
fact  that  the  effects  of  war  financing  are  inmiediately  and  directly  felt 
here,  whereas  in  Great  Britain  they  were  in  a  measure  postponed  through 
the  placing  of  a  part  of  the  burden,  almost  from  the  very  outset,  upon  the 
British  colonies  and  foreign  coimtries,  including  the  United  States. 
This  shifting  of  the  loan  to  other  financial  markets  necessarily  masked 
for  the  time  being  its  real  consequences  and  gave  opportunity  for  a 
continuance  of  home  investment,  although  naturally  this  was  upon  a 
smaller  scale  than  that  which  had  prevailed  before  the  war.  At  present 
there  is  no  possibility  of  shifting  the  burden  in  this  war  from  our  own 
coimtry  to  other  nations.  The  financial  results,  therefore,  make  them- 
selves felt  more  quickly  than  they  did  in  Europe. 

RESERVE  BANKS  AND  THE  WAR 

The  effect  of  the  war  upon  the  business  of  the  federal  reserve  banks 
is  now  sufficiently  advanced  to  permit  of  some  estimate.  Without,  of 
course,  being  able  to  anticipate  so  early  and  extensive  a  demand  for  their 
services  in  this  connection,  the  framers  of  the  Federal  Reserve  act  had 
provided  that  the  banks  should  act  as  fiscal  agents  of  the  government. 
Prior  to  the  entry  of  the  United  States  into  the  European  war  these 
fiscal  fimctions  had  been  but  slightly  developed.  About  fifteen  months 
earlier  the  Secretary  of  the  Treasury  had  designated  the  various  reserve 
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banks  as  public  depositaries  and  had  instructed  that  funds  be  transferred 
to  them  from  the  local  depositary  banks  in  cities  in  which  the  reserve 
banks  were  located.  Thb  resulted  in  giving  the  several  institutions  a 
moderate  volume  of  deposit  and  withdrawal  business,  and  the  experience 
thus  gained  was  of  great  value  when  the  time  came  for  the  real  acceptance 
of  their  fiscal-agency  fimctions.  Soon  after  financial  arrangements 
growing  out  of  our  entry  into  the  war  had  been  undertaken  the  Treasury 
Department  determined  to  place  the  whole  task  of  floating  the  new  loans 
in  Uie  hands  of  local  committees,  headed  in  each  case  by  some  representa- 
tive of  the  federal  reserve  bank  for  the  district.  This  has  resulted  in 
giving  to  the  reserve  banks  the  leadership  in  matters  of  loan  organiza- 
tion. At  the  same  time  the  depositing  and  withdrawal  of  fimds  have 
been  practically  tinned  over  to  the  federal  reserve  banks,  the  Gold 
Settlement  Fund  at  Washington  becoming  the  mediiun  whereby  the 
proceeds  of  the  loan  already  gathered  into  the  district  federal  reserve 
banks  are  shifted  to  those  parts  of  the  country  where  they  are  needed 
for  actual  use,  either  in  making  advances  to  the  allied  governments 
or  in  paying  for  commodities  and  services  on  behalf  of  this  government. 
The  result  has  been  to  require  an  immense  development  of  the  staffs  of 
the  various  federal  reserve  banks,  with  corresponding  increase  in  expenses. 
At  the  same  time,  however,  a  much  more  than  proportionate  increase  in 
income  has  been  realized  by  the  several  banks  as  a  result  of  rediscounts 
and  purchases  made  by  them  in  connection  with  the  loan,  either  for  the 
sake  of  facilitating  the  actual  lending  operations  of  member  banks  or  for 
that  of  relieving  the  market  by  returning  to  it  cash  which  would  otherwise 
have  been  withdrawn.  The  effect  has  been  to  increase  net  earnings  so 
rapidly  as  to  enable  several  of  the  banks  to  cover  a  substantial  portion 
of  the  dividend  payments  for  which  they  were  in  arrears;  and,  while  exist- 
ing conditions  continue,  it  may  reasonably  be  expected  that  every  reserve 
bank  will,  at  an  early  date,  have  met  all  of  its  ounulative  dividend  re- 
quirements and  be  in  position  to  make  a  retiun  of  surplus  income  to  the 
government,  as  provided  in  the  Federal  Reserve  act  itself.  The  rapid  ex- 
pansion and  overshadowing  importance  of  government  financial  opera- 
tions has  naturally  tended  to  divert  the  attention  of  federal  reserve  banks 
from  operations  in  which  they  would  otherwise  have  been  interested,  but 
its  larger  result  undoubtedly  is  that  of  making  the  banks,  more  truly 
than  ever  before,  effective  working  organizations,  capable  of  sustaining 
themselves  and  of  meeting  new  conditions  as  they  arise.  The  fact  that 
the  final  transfer  of  reserves  from  the  old  holders  to  the  new  reserve 
banks  has  coincided  with  the  beginning  of  active  war  work  has  unfortu- 
nately tended  to  obscure  the  real  consequences  of  this  reserve  transfer. 
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So  far  as  can  be  judged  from  the  figures,  the  transfer  has  shifted  to  the 
reserve  banks  somewhat  less  than  $275,000,000  of  reserve  money.  At 
the  same  time  the  Federal  Reserve  Board  has  issued  to  reserve  banks 
instructions  calling  for  the  introduction  of  a  collection  system  for  matur- 
ing notes  and  drafts,  thus  completing  the  check-collection  system  already 
in  force.  The  banks  thus  take  their  places  as  genuine  agencies  for  the 
transaction  of  inter-bank  business,  as  well  as  for  the  other  business 
arising  between  the  banks  and  the  government.  A  broad  field  of  activ- 
ity and  expansion  is  thus  opened  to  them,  and  with  proper  cultivation 
this  increase  in  service  and  significance  will  continue  its  growth  entirely 
independent  of  temporary  or  abnormal  war  conditions. 


THE  CAUSES  OF  UNEMPLOYMENT:  A  COMMUNICATION 

[The  editors  of  the  Journal  of  Political  Economy  have  received  the 
following  note  from  Professor  H.  Stanley  Jevons  of  the  University, 
Allahabad,  India,  and  take  pleasure  in  publishing  it  in  accordance  with 
the  suggestion  of  Professor  Jevons.] 

Professors  of  economics  and  librarians  in  the  United  States  have 
experienced  some  difficulty  in  tracing  a  supposed  publication  of  mine 
entitled  The  Causes  of  Unemphyment,  which  was  mentioned  by  Mr.  D.  H. 
Robertson  in  his  recent  book.  The  Study  of  Industrial  Pluctuations. 
The  Causes  of  Unemployment  to  which  this  author  refers  was  a  reprint 
of  three  articles  originally  published  in  the  Contemporary  Review  of 
May,  July,  and  August,  1909.  When  reprinted,  it  was  privately  cir- 
culated and  was  not  published.  It  appeared  to  me,  however,  that  the 
last  of  the  three  articles,  which  dealt  with  the  causes  of  the  trade  cycle, 
with  illustrations  from  statistics  of  the  United  States,  was  of  sufficient 
permanent  importance  to  warrant  republication;  and  it  was  published 
in  1910  by  Messrs.  P.  S.  King  &  Son  under  the  title  of  The  Sun's  Heat 
and  Trade  AcHvity  and  with  the  subsidiary  title  of  "  Changes  of  the  Sun's 
Heat  as  the  Cause  of  Fluctuations  of  the  Activity  of  Trade  and  of 
Unemployment."  It  is  still  obtainable  from  the  publishers;  but  I  have 
also  a  certain  number  of  copies  available  for  exchange  or  presentation, 
and  I  have  sent  thirty  copies  to  the  Smithsonian  Institution,  from  which 
they  may  be  had  gratis  by  university  and  college  libraries,  though  I 
should  be  glad  if  any  university  not  already  exchanging  its  publications 
in  economics  with  the  Indian  Journal  of  Economics  would  send  any  such 
publication  in  exchange,  either  to  me  or  to  the  University  Library  of 
Allahabad. 
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CondiHons  of  Labor  in  American  Industries.    By  W.  Jett  Lauck 

and  Edgar  Sydenstricker.    New  York  and  London:  Funk 

&  Wagnalls  Co.,  191 7.    Pp.  ix+403.    $1 .  75. 

The  insistent  demand  in  recent  years  by  groups  of  laborers  and 
social  reformers  that  the  conditions  of  life'of  wage-earners  be  improved 
has,  as  is  well  known,  resulted  in  a  number  of  investigations  by  govern- 
ment commissions,  bureaus  of  labor,  and  students  of  the  labor  movement. 
The  output  is  considerable  and  widely  scattered.  Students  will,  and 
others  should,  therefore,  welcome  a  work  which  aims  to  present  ^'a 
summarization  of  the  principal  and  fimdamental  facts  that  have  been 
ascertained  during  the  past  decade  and  a  half"  in  these  investigations, 
and  especially  a  volume  which  attempts  to  give  but  the  mere  facts, 
wherever  possible  in  a  convenient  statistical  table,  with  only  such 
conclusions  as  seem  to  be  clearly  warranted  by  the  facts.  Use  them  as 
you  may,  the  facts  remain. 

The  book  may  be  divided  into  two  parts:  "working  conditions" 
and  "living  conditions."  The  first  is  introduced  by  a  statistical  state- 
ment of  the  labor  force  and  followed  by  a  discussion  of  wages  and  earnings 
and  the  annual  incomes  of  wage-earners'  families.  Conditions  causing 
irregular  employment,  hours  of  labor,  industrial  accidents,  occupational 
disease,  employers'  methods  (welfare,  scientific  management,  etc.),  and 
woman  and  child  labor  are  treated  with  more  or  less  detail.  Under 
"living  conditions"  the  adequacy  of  wages  and  earnings,  the  wage- 
earner's  health,  diet,  housing  conditions,  etc.,  are  entered  into  rather 
briefly.  The  material  (in  the  main)  is  taken  from  the  reports  of  the 
investigators  for  the  Federal  Commission  on  Industrial  Relations,  from 
the  reports  of  the  Immigration  Commission,  from  the  United  States  and 
state  bureaus  of  labor,  and  from  a  number  of  private  investigations, 
and  presented,  it  might  be  said  in  passing,  without  undue  modifica- 
tion. American  conditions  and  American  writers  fill  the  pages  almost 
exclusively. 

We  are  told  in  the  preface  that  the  authors  had  "  to  sacrifice  much 

.  interesting  and  some  illuminating  data."    We  must  assiune — the  authors 

do  not  discuss  the  matter — that  they  had  a  theory  of  selection  which 
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determined  the  character  and  quantity  of  the  material  which  was 
included.  The  work  is  offered  "as  a  summarization  of  the  principal  and 
fundamental  facts"  of  recent  investigations.  The  compilers  no  doubt 
had  in  mind  certain  specific  labor  problems  or  conditions  upon  which 
light  would  be  thrown  by  their  collection  of  data,  for  without  specific 
problems  there  are  no  facts.  The  question  that  naturally  arises  then  is: 
How  broadly  have  the  authors  conceived  labor  problems  and  what  have 
they  picked  out  as  the  most  important  data  to  aid  in  their  solution? 
Incidentally  thb  involves  the  question  also  of  the  care  and  thoroughness 
with  which  the  facts  have  been  organized. 

A  chapter  is  devoted  to  "  iTie  Labor  Force,"  in  which  is  presented  the 
racial  composition  of  our  industrial  workers,  the  extent  of  trade-imion 
membership,  as  well  as  the  number  of  women  and  children  in  industry. 
That  these  are  useful  facts  for  some  purposes  we  may  well  believe — 
although  nothing  is  said  upon  thb  important  point— but  it  might  be 
seriously  questioned  whether  they  are  the  most  significant  facts  to  be 
included  imder  a  chapter  so  headed;  whether  they  give  us  much  insight 
into  the  living  reality  and  dynamic  force  of  the  labor  movement.  The 
workers  are  not  only  found  in  industry,  they  are  transforming  it.  And 
what  they  are  attempting  to  do  cannot  be  adequately  revealed  by  their 
racial  composition  or  by  die  size  of  their  unions,  for  their  group  programs 
cut  across  such  classification.  In  other  words,  one  will  not  criticize  the 
chapter  if  he  seeks  so-called  "useful"  facts.  He  will  question  it  if  he 
is  after  facts  of  fimdamental  significance. 

The  major  portion  of  the  book  deals  with  wages  and  hours,  imemploy- 
ment,  accidents,  etc.  These  are  the  conditions  of  labor.  It  is  quite 
comprehensible  that  this  point  of  view  should  be  taken.  Business 
unionists,  social  reformers,  and  legislators  have  busied  themselves 
almost  exclusively  with  these  matters,  and  there  is  a  respectable  body  of 
easily  organizable  data  at  hand.  The  problems  are  more  or  less  related 
to  one  another,  they  can  be  easily  assimilated  by  an  intelligent  reader, 
and  hardly  any  discussion  of  remedies  need  be  entered  into,  because 
minimum-wage  laws,  workmen's  compensation,  social  insurance,  etc., 
are  familiar  to  all.  One's  assumptions  will  go  imchallenged  because 
one  drifts  with  the  current  of  a  stream  of  social  tendencies.  Hence  a 
collection  of  mere  facts  without  any  critical  discussion  of  them  meets  a 
practical  need.  But  for  all  that,  some  readers  who  do  not  look  too 
closely  into  statistical  tables  to  find  inaccuracies  or  into  the  question 
of  the  organic  arrangement  of  the  parts  of  a  volume  will  ask  themselves. 
Do  we  not  need  other  facts  dealing  with  the  fimdamental  aspects  of  the 
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wages  system,  facts  concerned  with  the  whole  scheme  of  social  arrange- 
ments, facts  throwing  light  on  the  programs  of  diverse  l^bor  and  social 
groups  ?  Do  we  not,  in  a  word,  need  facts  on  these  matters  before  we 
shall  have  the  knowledge  we  need  to  solve  our  pressing  labor  problems  ? 

Nathan  Fine 
Univxssity  of  CmCAGO 


The  Development  of  Transportation  in  Modem  England.  By  W.  T. 
Jackman.  Cambridge,  England:  University  Press,  1916.  Pp. 
ix+820,  bound  in  two  volimies.     24^.  net 

If  we  grant  the  truth  of  Macaulay's  famous  statement  regarding  the 
importance  in  the  history  of  civilization  of  improvement  in  the  means 
of  communication  and  transportation,  we  must  recognize  that  the  history 
of  the  means  by  which  men  have  abridged  distance  has  been  shamefully 
neglected.  It  has  been  treated  only  incidentally,  or  has  been  taken  in 
hand  by  social  historians  of  the  old  fashion,  who  constructed  their  work 
of  individual  fragments  vivid  with  local  color,  but  lacking  connection 
with  the  institutional  fabric  of  the  period  and  without  general  signifi- 
cance. English  historians  have  been  behind  their  Continental  brethren 
in  applying  new  methods  to  the  investigation  of  the  field,  but  interest 
in  it  has  awakened  in  recent  years,  and  the  present  work  provides  a 
study  worthy  of  its  subject  and  fit  to  stand  beside  the  best  works  of  its 
kind. 

The  author  sketches  in  an  introductory  chapter  the  conditions  of 
transportation  in  Roman  Britain  and  in  mediaeval  England,  but  makes 
^'modern"  England,  in  the  period  between  1500  and  1850,  the  particular 
object  of  his  investigation.  The  first  volume  covers  the  history  of 
internal  transportation  by  land  and  by  water  down  to  1830,  including  the 
great  canal  era  and  the  beginnings  of  steam  navigation;  the  second 
volume  traces  the  early  development  of  railways  and  their  competition 
with  roads  and  canals  down  to  the  middle  of  the  last  century. 

The  author  gives  in  his  first  chapter  a  sample  of  the  method  that 
makes  his  work  so  valuable,  in  his  examination  of  the  statements  of 
Thorold  Rogers  and  others,  that  roads  were  good  and  communication 
was  easy  in  mediaeval  England.  Evidence  is  presented  both  for  and 
against  these  propositions,  but  the  author  here  as  later  considers,  not 
merely  the  "what,"  but  also  the  "why,"  of  things  that  he  discusses, 
and  finds  a  sufficient  explanation  of  the  low  rates  of  land  carriage  in 
economic  conditions  quitch  apart  from  the  character  of  the  roads.    So 
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in  the  following  chapters  his  first  care  is  to  sift  the  facts,  derived  from  a 
multitude  of  local  sources,  and  then,  when  he  can,  to  construct  from 
them  a  general  statement  that  is  true  within  certain  limits  of  error  and 
that  appears  reasonable  in  the  light  of  the  conditions.  He  shows  that 
the  roads  were  bad  down  to  1750;  he  shows  why  they  were  bad;  and 
he  goes  a  long  way  toward  showing  just  how  bad  they  were  by  the 
patient  collation  of  rates  and  costs.  He  tells  us  that  he  has  been  engaged 
in  his  work  for  almost  ten  years,  and  the  bibliography,  including  only 
the  most  important  sources  of  his  information,  covers  more  than  sixty 
pages  and  embraces  material  of  the  most  varied  character.  Yet  the 
merit  of  his  work  Jies  fully  as  much  in  the  scientific  reserve  with  which 
he  states  his  conclusions,  and  the  candor  with  which  he  suggests  his 
doubts,  as  in  the  value  of  the  bare  facts  accumulated. 

Enough  has  been  said  of  the  author's  method  and  materials  to  make 
clear  the  importance  of  his  work  and  likewise  to  explain  why  a  brief 
summary  of  its  contents  is  impracticable.  His  conclusion,  for  example, 
that  the  cost  of  canal  carriage  normally  did  not  exceed  one-half,  and  in 
most  cases  was  from  one-fourth  to  one-third,  of  the  cost  of  land  carriage 
is  a  statement  apt  for  quotation  and  a  very  convenient  formula  for 
provisional  use;  but  in  its  place  in  the  author's  text  it  has  a  significance 
which  it  loses  by  removal. 

The  author  tells  us  what  the  English  people  have  thought  about 
their  means  of  transportation,  what  it  has  done  for  them  in  private  and 
in  public  ways,  how  it  has  used  them,  and  what  return  those  individuals 
have  secured  who  were  most  directly  concerned  with  the  improvements. 
The  influence  which  the  means  of  transportation  have  had  on  the 
methods  of  market  distribution,  on  the  organization  of  production,  and 
on  the  increase  of  wealth  is  indicated,  but  is  not  discussed  at  length. 
The  author  intimates  in  his  preface  that  he  has  much  more  that  he  can 
say  upon  these  topics,  and  we  must  hope  that  he  will  not  keep  us  waiting 
long  before  he  makes  his  contribution  to  them. 

Clive  Day 

Yale  UNivERsmr 


Separation  of  Stale  and  Local  Revenues  in  the  United  States.    By  Mabel 

Newcomer.    (Columbia   University    Studies,   LXXVI,   No.  2.) 

New  York:  Longmans,  Green,  &  Co.,  1917.    8vo,  pp.  195.    $1 .75. 

After  a  general  introduction  in  which,  among  other  things,  the  theory  of, 

and  the  arguments  for  and  against,  separation  of  the  sources  of  state  and  local 

tax  revenues  are  presented,  the  author  of  this  dissertation  reviews  experience 

with  separation,  partial  or  complete,  in  Delaware,  Pennsylvania,  New  York, 
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Connecticut,  New  Jersey,  Vermont,  West  Viiginia,  and  California,  and  then 
presents  her  conclusions.  The  chapters  relating  to  the  experience  of  the  several 
states  contain  brief  reviews  of  the  growth  of  expenditures,  the  development  of 
special  taxes,  and  reform  in  tax  administration  in  each  case,  for  separation  is 
merely  one  of  the  devices  resulting  from  the  efforts  to  solve  tax  problems. 
Separation  has  resulted  in  an  improved  administration  of  taxes  employed  by  the 
state,  but  it  has  in  some  cases  retarded  a  greatly  needed  centralized  administra- 
tion of  the  general  property  tax;  it  has  brought  about  a  more  just  taxation  of 
certain  forms  of  property  and  corporations,  but  it  has  not  been  accompanied  by 
any  noteworthy  improvement  in  the  assessment  of  property  for  the  levy  of 
local  taxes;  it  has  made  local  option  in  taxation  possible,  but  that  doubtful 
expedient  has  not  made  headway;  it  has  not  seriously  inconvenienced  the  local 
governments  in  securing  needed  revenues,  but  most  of  the  states  have  returned 
to  the  taxation  of  ''general  property"  for  state  purposes  because  of  the  need 
for  additional  and  elastic  revenues.  The  estimate  placed  by  the  author  upon 
the  separation  of  sources  is  indicated  by  the  closing  paragraph,  which  runs  as 
follows: 

There  are  no  advantages  to  be  derived  from  complete  separation  which  cannot  be 
derived  in  other  ways,  and  there  is  little  likelihood  that  it  will  become  a  permanent 
feature  of  any  state's  system;  but  as  a  transitional  stage  in  the  movement  from  the 
general  property  tax  widely  applied  to  classification  for  taxation  it  will  doubtless  play 
an  important  part.  In  the  states  where  it  has  been  introduced  thus  far  it  has  been  a 
mark  of  progress. 

Shortcomings  in  the  selection  and  interpretation  of  data  as  well  as  in 
eiqx>sition  make  The  Separation  of  State  and  Local  Revenues  in  the  United  States 
a  mediocre  doctoral  dissertation. 


The  Financial  Administration  of  Great  Britain,  By  William  F.  Wn> 
LOUGHBY,  Westel  W.  Willoughby,  and  Samuel  McCune  Lind- 
say. Introduction  by  A.  Lawrence  Lowell.  New  York: 
D.  Appleton  &  Co.,  1917.    Pp.  362.    $2.75  net. 

The  Budget.  By  Ren£  Stourm.  A  translation  from  the  seventh 
edition  of  Le  Budget,  Paris,  1913.  Thaddeus  Plazinski,  translator; 
Walter  Flavius  MacCaleb,  editor;  Introduction  by  Charles  A. 
Beard.    New  York:  D.  Appleton  &  Co.,  1917.    Pp.  619.    $3 .  75  net. 

These  volimies  are  the  first  of  a  series  published  for  the  Institute  for 
Government  Research.  This  is  ''an  institution  of  citizens  co-operating  with 
public  officiab  in  the  scientific  study  of  business  methods  with  a  view  to 
promoting  efficiency  in  government  and  advancing  the  science  of  administra- 
tion. The  program  of  action  which  the  Institute  has  taken  to  itself  is  that  of 
seeking  to  bring  into  existence  information  and  materiab  which  will  prove  of 
value,  both  in  forming  public  opinion  and  in  assisting  all  officials,  and  particu- 
larly those  of  oiur  national  government,  charged  with  the  administration  of 
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government  affairs  in  their  efforts  to  put  such  administration  upon  a  more 
efficient  basis.'' 

The  Pinancial  Administraiian  of  Great  Britain  is  in  the  form  of  a  report  by 
a  commission  of  three  American  scholars  whose  qualifications,  as  investigators, 
are  well  known  to  the  readers  of  the  Journal.  The  original  plans  of  the  com- 
mission involved  an  intensive  study  of  the  financial  administration  of  Germany 
and  France  as  well  as  of  that  of  Great  Britain,  but  these  were  interrupted  by 
the  war,  and  only  the  investigation  of  the  British  system  was  completed.  It 
is  to  be  regretted  that  the  plans  of  the  commission  could  not  be  carried  out  as 
originally  conceived. 

The  authors  of  The  Pinancial  Administration  of  Great  Britain  have  sue* 
ceeded  admirably  in  setting  forth  the  fundamental  principles  upon  which  the 
British  system  rests  and  in  bringing  out  clearly  the  specific  means  employed  in 
putting  these  principles  into  execution.  The  details  relating  to  estimates, 
voting  of  mone3rs,  auditing,  etc.,  are  set  forth  accurately,  and  conclusions  are 
drawn  with  more  or  less  reference  to  our  own  situation.  The  volimie  is  an 
important  and  timely  contribution. 

Those  who  teach  public  finance  to  undergraduates  have  long  felt  the  need 
of  a  translation  of  Stourm's  standard  work  on  the  budget.  This  need  has  now 
been  met.  The  translator  has  performed  his  difficult  task  fairly  well,  while  the 
editor  has  corrected  a  few  mistakes  made  by  the  author  in  his  description  of 
American  budgetary  procedure. 


Women  and  Work,  The  Economic  Value  of  College  Training,  By 
Helen  Marie  Bennett.  New  York:  D.  Appleton  &  Co.,  1917. 
8vo,  pp.  287.    $1.50. 

In  this  book  Miss  Bennett  has,  to  use  one  of  her  own  oft-recurring  terms, 
"blithely"  attacked  the  question  of  vocational  advice  for  the  college  girl  who, 
having  chosen  a  non-technical  coiurse,  finds  herself  unwilling  to  teach.  From 
her  college-woman  point  of  view  Miss  Bennett  has  written,  in  a  rather  notice- 
ably journalistic  style,  a  readable  and  somewhat  amusing  interpretation  of 
experiences  and  impressions  that  have  come  to  her  as  manager  of  the  Chicago 
Collegiate  Biureau  of  Occupation.  She  has,  however,  made  a  mistake  in 
adopting  a  more  pretentious  title  for  her  work  than  the  results  of  her  efforts 
warrant.  The  book  falls  far  short  of  being  an  adequate  discussion  of  "women 
and  work,"  and  only  incidentally  does  it  deal  with  college  training  as  a  distinct 
economic  asset.  It  has  interest  for  the  vocational  adviser  and  for  the  young 
woman  looking  uncertainly  for  a  sphere  of  Usefulness.  However,  the  title 
only  vaguely  suggests  this.  On  the  other  hand,  having  lured  the  attention  of 
the  student  of  economics  by  assuming  to  undertake  an  evaluation  of  college 
training  for  women,  it  leaves  him  with  the  disappointed  realization  that  he 
must  look  to  the  future  for  a  competent  treatment  of  the  subject. 
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FUNDAMENTAL  FACTORS  IN  WAR  FINANCE 

The  first  flurry  of  discussion  of  war  finance  which  accompanied 
American  entrance  into  the  conflict  has  now  (September,  1917) 
subsided.  But  the  critical  importance  of  the  issues  involved 
promises  to  grow  with  the  progressively  increasing  share  of  the 
burdens  which  the  United  States  will  have  to  assiune  as  long  as 
the  policy  of  Allied  victory  and  a  dictated  peace  is  adhered  to. 
The  present  is  therefore  an  opportune  time  to  broadly  reconsider 
these  issues  and  to  sunmiarize  the  conclusions  to  which  an  atten- 
tive student  of  past  discussion  has  been  led. 

I 

Superficially  war  is  paid  for  with  money,  but  in  reality  it  is 
fought  with  vast  quantities  of  goods.  What,  then,  are  the  physical 
sources  from  which  these  goods  may  be  derived  ? 

First,  and  least  of  all  \mder  present  conditions,,  may  be  men- 
tioned future  income  to  be  produced  after  the  war,  in  so  far  as 
American  claims  to  it  are  sold  or  mortgaged  to  neutral  countries  in 
exchange  for  abnormally  large  portions  of  their  present  income. 
But  as  the  power  of  countries  still  neutral  to  lend  such  goods  for 
future  payment  is  very  limited,  this  source  may  be  dismissed  as 
of  very  minor  consequence. 
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Likewise  past  income  might  in  a  sense  be  drawn  upon,  if  taxa- 
tion were  so  severe  as  to  allow  neither  a  return  to  the  ownership  of 
capital  goods  nor  sufficient  funds  to  offset  their  depreciation.  But 
such  taxation  would  doubtless  not  be  feasible,  nor  has  it  been  pro- 
posed by  the  most  "radical"  of  counselors.  Hence  this  resort  is 
Altogether  negligible. 

The  really  important  sources  therefore  are  those  of  present  pro- 
ductian,  which  are  available  through  several  different  chaimels, 
briefly:   (i)  the  diversion  of  present  energies  to  unwonted  tasks, 

(2)  the  intensif3dng  of  the  average  worker's  productive  effort,  and 

(3)  the  elimination  of  waste  effort. 

There  are  two  sorts  of  effort  which  may  be  diverted  to  war  pur- 
poses: (a)  the  creation  of  machines  and  other  "instruments  of 
production,"  which  for  all  non-military  purposes  has  now  virtually 
been  stopped  in  England;  and  (i)  the  operation  of  such  existing 
"capital  goods"  as  produce  nonessential  "consiuners  goods." 
Examples  of  the  latter  are  alcoholic  liquors,  fine  clothing,  more  or 
less  ornamental  public  works  and  magnificent  chiurches.  Or,  again, 
(3)  some  effort  may  be  liberated  by  substituting  less  costly  articles 
of  "necessary"  consiunption  for  others,  e.g.,  by  replacing  meat 
largely  with  rice  as  an  important  article  of  food. 

The  value  of  such  abstinences  depends,  of  course,  on  the  extent 
to  which  the  energies  freed  may  be  applied  to  war  purposes.  Much 
of  oiu:  existing  stock  of  capital  cannot  be  so  applied  because  (like 
breweries)  it  is  not  adapted  to  alternative  uses,  although  the 
machinery  in  our  vast  array  of  automobile  factories  is  notably 
convertible.  But  our  supply  of  laborers  and  managers  is  highly 
"mobile"  as  to  place,  and  considerably  "mobile"  as  to  occupation, 
especially  if  organization  is  provided  to  facilitate  the  transference 
to  war  tasks.  And  such  organization  is  highly  essential  to  realizing 
any  great  part  of  the  possibilities  of  individual  transformation. 

Of  course  this  method  must  involve  considerable  loss  and  incon- 
venience to  those  now  in  the  nonessential  industries,  like  the 
milliners  and  the  silk  producers,  who  began  at  an  early  date  to 
agitate  against  curtailment  of  the  demand  for  their  goods.  It 
involves  (a)  loss  of  rewards  formerly  received  for  special  skill  or 
knowledge  not  usable  in  alternative  war  occupations,  (b)  loss  of  the 
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yield  of  idle  machinery,  and  (c)  losses  due  to  the  enforcement  of 
long-time  contracts  for  unusable  materials,  unless  such  enforcement 
is  waived  during  the  war  by  the  sellers  or  excused  by  law,  as  it 
should  be.  And  these  private  losses  are  inevitable,  if  there  is  to 
be  any  genuine  and  speedy  ''mobilization"  of  the  dispensable 
energies  of  the  cotmtry. 

We  cannot  have  thai  and  have  ^^  business  as  usual,'^  for  which  men 
of  affairs  like  Mr.  Howard  Coffin,  and  organizations  like  the 
Rotary  Clubs,  put  in  an  early  plea.  ''Business  as  usual"  offers  at 
best  only  the  profits  from  tumecessary  consumption  as  aid  to  the 
government,  which  some  critics  seem  to  think  it  must  receive 
through  such  channels  if  at  all.  They  forget  that  to  stop  that  con- 
sumption may  afford  nearly  the  whole  fund  otherwise  so  expended. 

As  already  stated,  this  stoppage  means  reduced  rewards  for 
some,  notably  for  "promoters"  and  for  those  among  the  more 
skilled  workers  whose  special  functions  are  temporarily  not  in 
demand.  But  it  does  not  mean  unemployment  so  much  as  changed 
employment.  If  the  work  on  sk3rscrapers  lags  (as  it  should),  the 
work  on  an  emergency  fleet  booms,  the  restricted  building  of 
pleasure  cars  is  compensated  by  the  increased  construction  of 
trucks  and  tractors,  those  who  can't  find  work  upon  civilian  clothing 
will  find  it  in  making  army  uniforms,  and  so  on.  True,  this 
demands  acconmiodation  on  the  part  of  the  worker,  but  nothing 
like  what  going  to  war  demands  of  the  soldier. 

The  extent  of  resources  which  could  be  made  available,  if  all 
unnecessary  consumption  and  all  private  investment  could  be  shut 
off  without  any  lag  in  industry,  may  be  seen  from  the  estimate  of 
Dr.  Eliot  that  our  annual  expenditure  for  "luxuries,"  such  as 
liquor  and  tobacco,  automobiles,  candy  and  chewing  gum,  amounts 
to  5 .3  billion  dollars,  and  from  the  National  City  Bank's  compu- 
tation* that  our  new  capital  investment  in  the  recent  past  has 
averaged  at  least  six  billion  dollars  and  probably  considerably  more 
than  that.  Twelve  billions  is  doubtless  a  conservative  estimate 
of  the  two  items  together,  at  the  prices  prevailing  in  1914. 

The  third  source  of  war  aid  mentioned  is  intensification  of 
effort.    The  writer  regards  this  as  less  important  than  the  first,  for 

'  Cf.  Economic  dradair,  May,  191 7. 
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the  reasons  that  industry  is  ahready  highly  speeded  up,  owing  to  the 
abnormal  demands  of  the  past  three  years,  and  that  the  withdrawal 
of  a  million  or  more  men  for  military  service  will  largely  offset  what- 
ever influx  of  women  into  industry  there  may  be. 

The  fourth  soiurce,  elimination  of  waste  in  productive  processes, 
seems  to  offer  larger  possibilities.  It  might  be  more  easily  applied 
in  distributive  lines  than  in  productive  lines — ^England  now  has 
purchase  and  sale  of  staples  Uke  sugar  and  cotton  by  government 
war  monopolies  which  save  all  the  lost  motion  of  competitive 
methods.  Owing  to  the  inertia  of  customary  habits,  "scientific 
management"  is  more  difficult  to  introduce  widely  in  factory 
processes,  but  it  likewise  (together  with  a  system  of  labor  clearing- 
houses) contains  vast  possibilities  of  saving  and  utilizing  effort. 
However,  government  monopolies  or  "scientific  management"  in 
private  industry  require  either  such  elaborate  admimstrative 
machinery  or  such  a  break  with  past  practices  that  these  "sources" 
will  receive  only  minor  notice  here,  not  because  they  are  unimpor- 
tant, but  because  they  are  less  immediately  available  and  less 
directly  connected  with  the  theme  of  finance  as  traditionally  defined. 

These,  then,  are  the  main  "sinews  of  war":  reduced  consiunp- 
tion,  reduced  capital  investment,  intensified  effort,  and  diminished 
waste  effort.  And,  to  repeat,  they  are  all  present  sources.  For, 
except  for  negligible  borrowings  from  foreigners,  our  own  citizens 
must  pay  now  out  of  current  income  whatever  the  government 
spends  now,  and,  taking  the  nation  as  a  whole,  it  is  ^simply  impos- 
siblefor  "posterity  to  share  the  burdens^'  (although  posterity  must  of 
course  suffer  hardships  due  to  the  inevitable  shrinkage  in  the  supply 
of  new  capital  goods). 

The  government  may  indeed  promise  certain  contributors 
repayment  "out  of  futiure  production."  But  this  "burden  on 
posterity"  is  paid  to  posterity  and  is  therefore  not  a  burden  at  all 
to  the  future  nation  as  a  whole.  Hence  from  the  conmnmity  stand- 
point, if  we  assume  the  various  plans  of  finance  to  be  equally 
effective  in  diverting  supplies  now  for  government  use,  the  distri- 
bution of  burdens  in  terms  of  wealth  as  between  present  and  future 
is  the  same  in  any  event.  The  case  is  different,  however,  as  regards 
burdensomeness  to  individuals,  as  will  hereafter  be  shown. 
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The  various  methods  of  war  finance  may  be  briefly  classified  as 
voltmtary  or  coercive,  according  as  those  who  in  the  last  analysis 
surrender  the  goods  do  so  freely  consenting  or  not.  The  term 
"borrowing"  covers,  of  course,  all  the  expedients  under  the  first 
head,  whether  the  debt  be  represented  by  a  short-term  "note"  or 
by  a  longer-term  "bond."  But,  if  carried  beyond  certain  limits, 
"borrowing"  may  also  involve  coercion,  as  will  presently  appear. 

The  coercive  methods  are  more  niunerous.  The  more  elaborate 
forms  which  involve  the  control  of  maximum  prices  may  affect: 
(a)  goods  purchased  directly  by  both  the  government  and  its  own 
citizens  or  (i)  goods  monopolized  by  the  government  for  resale  with 
or  without  profit — ^usually  with  profit.  The  simpler  forms  which 
only  indirectly  (if  at  all)  affect  prices  are:  (a)  taxation,  (6)  the 
issuance  of  legal  tender  notes  ("fiat  money"),  debasement  of  the 
coinage,  and  (c)  such  bank  loans  directly  or  indirectly  to  the  govern- 
ment as  result  in  a  net  expansion  of  the  sum  total  of  bank  loans. 
As  these  simpler  methods  seem  more  readily  adapted  to  "demo- 
cratic" use  and  have  figured  more  in  recent  discussions,  attention 
here  will  be  paid  chiefly  to  them. 

All  these  latter  methods  are  calculated,  of  course,  to  increase 
the  government's  share  of  piurchasing  power,  either  without  increas- 
ing the  munber  of  monetary  "counters"  (in  the  case  of  taxation) 
or  by  increasing  that  monetary  f\md  (in  the  other  cases).  And  at 
the  same  time  the  general  level  of  prices  rises.  But,  whereas  under 
taxation  this  is  due  primarily  to  a  gradual  shrinkage  in  the  supply 
of  labor  and  of  new  capital  and  to  the  centering  of  demand  upon 
fewer  classes  of  expenditure,  the  tendency  is  accerUuaUd  in  the  other 
cases  by  the  mere  increase  in  the  number  of  "cotmters"  competi- 
tively offered  for  goods,  without  any  corresponding  increase  in  the 
supply  of  goods  themselves.* 

But  is  it  necessary  that  the  borrowing  policy  should  result  in  a 
net  increase  of  bank  loans  and  of  deposit  circulation,  based  thereon  ? 
It  is  not  inevitable,  but  that  is  what  almost  invariably  happens. 
And  this  for  two  reasons:  first,  the  government  does  not  offer  an 
interest  rate  high  enough  to  get  all  needed  funds  from  individuals 

'  Cf.  London  Economist ^  October  21, 1916. 
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by  transfers  from  their  existing  bank  accounts  to  its  own;  and, 
secondly,  to  make  up  the  deficiency  the  banks  do  not  diminish  their 
existing  loans  to  individuals  as  much  as  they  increase  their  loans 
to  the  government,  directly  or  through  intermediaries  who  borrow 
of  them  for  that  purpose. 

It  may  be  urged,  however,  that  a  bank's  first  concern  is  to  keep 
its  deposit  liabilities  down  to  a  certain  multiple  of  that  portion  of 
its  assets  defined  as  "reserve";  that  self-interest  will  prompt  it  to 
loan  exclusively  for  "business"  purposes,  as  long  as  "business" 
rates  continue  higher  than  the  government  rate;  and  that,  when- 
ever the  two  rates  are  equalized,  the  reserve  will  be  protected  by 
denjdng  "business"  to  the  same  extent  that  the  government  is 
acconmiodated. 

But  this  argument  errs  in  assuming  that  the  multiple  of  reserves 
considered  safe  by  bankers  does  not  vary  (under  given  business 
conditions)  according  to  the  composition  of  their  assets  and  that 
maximum  interest  rates  alone  determine  those  assets.  The  truth 
seems  to  be  rather  that  the  safety  of  government  bonds  prompts 
banks  not  only  to  loan  above  what  would  otherwise  be  their  "nor- 
mal" multiple  of  reserves,  but  to  do  so  at  rates  lower  than  those 
to  ordinary  borrowers.  Especially  is  this  true  when  the  government 
rate  is  3^  per  cent  or  more,  tax-free,  instead  of  i§--2  per  cent  net, 
as  in  former  years,  and  when  motives  of  patriotism  and  of  deference 
to  outside  "pressure"  are  added  to  the  motive  of  self-interest. 

But  the  mere  stretching  of  reserve  multiples  is  not  the  only 
means  of  expanding  loans  in  countries,  Uke  our  own,  where  the  gov- 
ernment has  been  keeping  gold  in  its  own  vaults.  For  the  mere 
transfer  of  this  gold  to  bank  vaults,  with  the  tadt  understanding 
that  it  is  to  be  used  to  "help  the  government,"  instantly  swells 
those  basic  reserves  themselves.' 

But  whatever  may  be  the  motives  of  this  complex  procediure, 
the  result  is  well  illustrated  by  the  course  of  events  in  England 
where,  although  the  reserve  of  the  Bank  of  England  gained  in 
absolute  amount  over  50  per  cent  in  the  first  two  and  one-half  years 
since  the  war  began,  in  the  same  period  its  ratio  to  demand  liabilities 
fell  from  40.3  per  cent  to  18.5  per  cent.    Of  the  $14,000,000,000 

*  Cf.  New  York  Times  Annalist,  July  10, 1916. 
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which  England  borrowed  in  that  period,  approximately  $2,000,- 
000,000  appears  to  have  come  from  the  expansion  of  bank  loans,' 
about  half  of  which  were  made  directly  by  the  banks,  and  the  other 
half  indirectly  through  private  borrower-lenders.* 

The  result  of  course  is  an  unprecedented  rise  in  general  price 
levels.  And  for  whose  benefit  ?  Certainly  not  the  government's, 
because  it  loses  vastly  more  in  price  increases  than  it  saves  in 
interest  charges,  nor  does  it  recover  more  than  a  fraction  of  these 
losses  in  excess-profit  taxes.  Certainly  not  the  wage-workers', 
because,  as  Sidney  Webb  states,  while  money  wages  in  England  have 
gone  up  20-25  per  cent,  prices  have  increased  much  more,  and  thus 
commodity  wages  have  fallen.^  But  the  people  hardest  hit  are 
those  living  on  fixed  money  incomes  or  having  investments  in  enter- 
prises like  public  utilities,  whose  rates  are  legally  fixed  while  their 
operating  costs  rapidly  advance.  Little  sympathy  will  be  wasted 
in  war  time  upon  the  more  well-to-do  so  "hit,"  but  perhaps  the 
smaller  fry,  the  beneficiaries  of  small  life  insurance  policies  and 
other  "widows  and  orphans,"  do  not  deserve  such  treatment. 

Who,  then,  does  gain  what  the  government  and  these  other 
classes  lose  ?  Presumably  the  bulk  of  it  is  absorbed  by  the  banks 
as  interest  upon  an  abnormal  volume  of  loans,*  by  manufacturers 
of  war  specialties,  and,  most  of  all,  by  extractors  of  raw  materials, 
such  as  farmers  and  the  producers  of  coal,  copper,  and  iron  ore. 

If  the  government  also  benefited  by  this  virtual  taxation  of  the 
many  for  the  benefit  of  the  few,  it  might  be  considered  a  shrewd 
political  trick  of  shifting  to  the  business  man  the  odiimi  incident 
to  a  state  gain.  But  since  the  government  commands  no  more 
ftmds  than  it  might  get  by  paying  higher  interest  and  by  forbidding 
the  banks  to  increase  radically  the  net  volume  of  their  loans,  and 
since  it  actually  loses  by  the  failure  to  do  so,  its  policy  must  be 
charged  to  sheer  fiscal  stupidity — ^that  and  nothing  else.    The 

'  Of  the  liabilities  thus  created,  about  $480,000,000  issued  from  May,  1915,  to 
November,  1916,  were  represented  by  "treasury  notes''  issued  through  the  buiks 
(Earn.  Journal,  December,  1916,  p.  436). 

'  National  City  Bank,  Eccnatmc  Circular,  March,  191 7. 

*  Cf.  Atlantic  Monthly,  July,  191 7,  p.  19. 

4  Cf.  London  Economist,  October  28, 1916. 
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issuance  of  a  volume  of  fiat  money  equal  to  the  amount  of  loan 
expansion  would  have  no  more  serious  effect  upon  prices  and  would 
at  least  "save"  considerable  interest.  Of  course  this  is  not  an 
argimient  for  fiat  money. 

The  tax  policy,  on  the  other  hand,  avoids  any  such  expansion 
by  avoiding  the  occasion  for  it.  It  might,  indeed,  make  as  heavy 
demands  upon  the  masses.  But  whatever  levies  it  made  would  be 
"open  and  aboveboard"  and  would  not  promote  "profiteering**  at  a 
time  when  that  is  least  defensible.  It  would,  indeed,  put  more  of 
the  ultimate  biurden  on  the  wealthy  than  does  the  bond  policy,  even 
if  that  did  not  give  rise  to  price-raising.  For  the  normal  surplus 
of  income  over  the  cost  of  necessities  is  for  the  poor  and  the  middle 
class  quite  limited  in  any  one  year  and  quite  inadequate,  during 
the  period  of  a  war,  to  the  governmental  needs  of  that  period. 
Under  either  policy  the  huge  remainder  must  be  obtained  from  the 
wealthy;  but  the  loan  method  permits  them  to  recover  a  con- 
siderable portion  of  their  present  contribution  out  of  taxes  on 
other  classes  spread  over  a  longer  time  and  therefore  more 
"productive." 

And  this  is  the  only  advantage  to  the  wealthy  in  the  bond  policy 
as  against  present  taxation.  For  if  it  were  certain  that  the  various 
classes  were  to  bear  the  same  shares  of  the  total  biurden  under 
either  method,  then  there  would  be  virtually  no  choice  between  the 
two  for  any  of  them.  Bondholders  would  then  merely  take  out  of 
one  pocket  in  taxes  as  much  as  they  put  back  into  the  other  pocket 
in  interest  and  repaid  principal.  But  in  actual  practice  bonds  are 
quite  likely  to  mean,  as  Professor  Davenport  remarks,  "a  mortgage 
of  the  masses  to  the  classes."  A  mortgage  payable  in  instalments 
is  for  the  former  preferable,  of  course,  to  starvation  taxes  at  one 
stroke.  Whether  they  should  be  subjected  to  either  is  a  different 
question  which  will  be  considered  presently. 

ni 

Our  next  concern  is  with  the  various  criteria  of  choice  between 
taxes  and  loans  as  predominating  elements  in  the  financial  plan. 
These  are  conveniently  brought  out  in  a  review  of  objections  made 
to  the  taxing  method. 
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Perhaps  the  most  time-honored  of  these  is  the  plea  that  the  tax 
plan  would  break  all  historic  precedent.  Past  practice  has  always 
favored  loans  and  even  today  England  raises  but  17  per  cent  of 
war  expense  from  the  proceeds  of  new  taxes  (fiscal  year  1916-17).' 
Unfortunately,  the  past  is  often  as  illustrious  for  its  blunders 
as  for  its  proverbial  wisdcMn.  So,  while  custom  is  not  to  be 
flouted  gratuitously,  neither  is  it  any  bar  to  practices  suggested  by 
constructive  imagination  as  the  better  alternative. 

A  second  minor  objection  is  that  ''excessive  taxes  on  incomes 
will  deplete  the  surplus  available  for  investments"  in  government 
bonds.  The  same  thing  might  be  said  of  any  income  tax  whatever 
as  well  as  of  most  other  forms  of  tax.  But  the  obverse  of  this  state- 
ment would  be  equally  forceful — government  bond  investments 
deplete  the  funds  available  for  taxation.  Both  statements  of  the 
single  fact  are  eqiuilly  irrelevant. 

Again  it  is  urged,  notably  in  Congressional  debates,  that  pos- 
terity will  share  the  ''benefits"  of  this  war  and  should  therefore 
share  the  burdens.  It  has  already  been  shown  that,  if  we  consider 
the  nation  as  a  whole,  posterity  cannot  possibly  share  the  bur- 
dens. And  unless  the  future  peace  is  based  upon  the  overthrow 
of  the  Teutonic  dynasties  and  the  expropriation  of  their  supporting 
classes,  upon  international  free  trade  and  international  control  (not 
merely  restriction)  of  armaments  and  regulation  of  the  exploiting 
of  "backward"  coimtries,  and  upon  adjustments  of  boimdaries  and 
of  reparative  payments  which  shall  not  embitter  the  Teuton 
masses,  its  "benefits"  may  not  last  over  fifteen  years  and  may  be 
only  the  prelude  to  another  world-war.  That  is  certainly  doubtful 
warrant  for  "deferring  burdens,"  even  if  the  argument  were  other- 
wise sound. 

Another  objection,  more  familiar  in  the  criticisms  of  economists 
(notably  Professors  H.  C.  Adams  and  Bullock),*  concerns  the  merits 
of  taxation,  not  after  the  first  year  or  two  of  war  but  during  that 
transition  period.    This  is  the  "dislocation"  argument,  the  gist  of 

'  £.  R.  A.  SeUgman  in  New  York  Times,  May  31, 191 7. 

*  Heniy  C.  Adams,  "Financial  Management  of  a  War/'  War  Finance  Primer  of 
the  National  Bank  of  Commerce,  p.  55;  Charles  J.  Bullock,  Quarterly  Journal  of  Eco- 
nomics, May,  1917,  pp.  367, 379. 
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which  is  not  that  the  tax  method  causes  a  more  rapid  and  complete 
shift  from  peaceful  to  warlike  activities  (although  that  may  be  an 
xmdisclosed  truth),  but  that  in  this  shifting  process  it  is  more  dis- 
turbing to  those  who  have  already  pledged  fidure  income  to  certain 
purposes.  It  is  alleged  that  taxation  thwarts  more  hopes  and 
forces  more  abandonment  of  contracts — ^the  "psychic  burden"  is 
the  point  emphasized. 

Upon  what  assimiptions,  however,  will  the  bond  plan  be  accept- 
able from  the  standpoint  of  war  efficiency?  On  condition,  first, 
that  the  great  bulk  of  committed  income  is  pledged  to  industries 
vital  to  military  support,  and,  secondly,  that  the  owners  of  un- 
committed income  will  actually  invest  in  the  desired  volimie  of 
government  bonds.  But  there  is  no  evidence  for  either  of  these 
propositions.  The  bond  plan  may  allow  an  undesirable  investment 
of  both  committed  and  uncommitted  future  income  in  nonessential 
industries  to  the  detriment  of  war  preparations. 

And  furthermore,  the  difference  between  the  plans  in  disturbing 
effect  is  not  what  it  seems  at  first  blush.  For  the  optional  cancella- 
tion of  pre-existing  contracts  affected  by  war  conditions  might  be 
made  a  legal  part  of  the  tax  plan,  in  which  case  the  "inconvenience  " 
would  be  thrown  back  upon  producers  of  goods  in  the  less  specialized 
forms  better  adapted  to  alternative  uses  and  therefore  disposable  as 
a  rule  imder  new  contracts.  And  again,  in  so  far  as  the  bond  plan 
inflates  prices,  it  "disturbs  the  calculations"  of  the  fixed-income 
classes  by  lessening  either  their  consumption  or  customary  savings 
or  both.  It  also  disturbs  any  commitments  based  upon  anticipated 
control  over  popular  savings  which  xmexpectedly  shrink  as  a  result 
of  inflation.  Therefore  "dislocation"  neither  is  a  prime  concern 
to  the  public  financier  nor  is  it  necessarily  any  more  of  an  evil  in  the 
tax  plan  than  in  the  bond  method. 

Another  argument  quite  akin  to  the  foregoing  is  stated  thus  by 
Professor  Seligman:  "The  pay-as-you-go  policy  .  .  .  .  puts  3,  crush- 
ing  burden  upon  the  taxpayers,  in  the  particular  year  when  the- 
[extraordinary  expenditure]  is  made,"'  whereas,  according  to  Pro- 
fessor Adams,  "When  a  government  gives  bonds  in  return  for  capi- 
tal, the  individual  who  supplies  the  capital  does  not  fed  the  sense 

*  Cf.  citation  above. 
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of  personal  loss  which  attends  the  payment  of  a  tax.  He  has  merely 
changed  the  form  of  his  property."'  That  is  to  say,  he  does  not 
feel  the  loss  now.  And  by  inference  the  whole  nation  has  no  such 
feeling  of  immediate  burden  as  it  otherwise  would  have. 

On  what  assumption  will  this  be  true  ?  If  the  future  distribu- 
tion of  bond-canceling  taxes  were  known  in  advance,  it  would  be 
true  only  on  condition  that  those  slated  to  bear  the  brunt  in  future 
could  not  now  feel  that  sense  of  sacrifice  whicfar  those  who  have  the 
means  and  must  necessarily  pay  the  present  cost  would  now  feel 
if  they  expected  no  repayment  out  of  taxes  levied  on  other  classes. 
For  if  bondholders  expected  virtually  to  have  to  take  out  of  one 
pocket  in  taxes  as  much  as  they  would  put  back  into  the  other 
pocket  as  interest  and  repaid  principal,  then  bonds  would  lose  their 
charm  to  all  who  are  at  least  moderately  rational. 

In  practice,  however,  the  futiure  apportionment  of  debt- 
canceling  taxes  is  not  usually  foreknown  (except  as  to  tax-exempt 
provisions  when  inserted  in  bonds).  Here,  then,  the  conditions 
imder  which  the  argument  would  hold  are,  first,  that  the  rational 
element  among  the  bondholders  should  expect  other  classes  to  pay 
the  bulk  of  the  debt  to  them;  secondly,  that  the  rational  element 
among  these  other  classes  should  not  expect  to  do  so;  and,  thirdly, 
that  the  irrational  element  who  must  otherwise  be  hit  by  present 
taxation  are  very  nimierous.  This  last  condition  is  doubtless  quite 
unreal  because  the  rich  and  well-to-do,  from  whose  incomes  war 
taxes  could  chiefly  be  drawn,  if  it  were  so  desired,  probably  number 
an  exceptionally  high  percentage  of  forethoughtful  individuals. 

As  for  the  other  two  conditions,  the  fact  is  that  war  bonds 
usually  mean,  in  the  words  of  Professor  Davenport  already  cited, 
"a  mortgage  of  the  masses  to  the  classes" — ^and,  to  a  much  lesser 
extent,  to  themselves.  All  the  small  bondholders  hoping  for  a  net 
reimbursement  are  therefore  deceived,  although  no  more  so  than 
the  rational  element  among  the  non-bondholders  who  expect  to 
escape  reimbursing  the  large  bondholders,  if  any  of  them  really  do 
so  expect.  In  so  far  as  the  masses  (whether  bondholders  or  not) 
fail  to  visualize  the  future,  they  are  soothed  only  by  an  ignorance 
which  it  is  not  very  exalted  policy  to  exploit.    And  to  forethoughtful 

'  Cf.  citation  above. 
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bondholders  the  bond  method  offers  no  solace  unless  it  eUh^ 
(i)  tacitly  deceives  them,  or  (2)  promises  them  future  benefits  at  others* 
expense. 

Whatever  added  mental  comfort  the  bond  plan  secures  is  there- 
fore discredited  by  the  price  paid  for  it.  Nor  is  it  an  uncompen- 
sated gain  even  in  the  present.  For  in  so  far  as  the  bond  plan  hits 
the  small  fry  among  the  fixed-income  classes  by  expanding  bank 
loans  and  inflating  prices,  their  intense  privation  is  an  important 
offset  to  the  soothing  of  bondholders. 

And  if  in  the  "  calculus  of  utilities  "  the  net  result  may  be  termed 
a  gain,  it  is  that  only  temporarily  and  not  for  the  whole  period  over 
which  bond  extinguishment  is  spread.  For,  as  time  drags  on,  the 
shortsighted  and  deceived  classes  of  taxpayers  undergo  compensat- 
ing hardships,  which  imder  the  usual  conditions  are  often  of  an 
intense  sort,  because  of  the  meagemess  of  many  incomes  so  drawn 
upon. 

Therefore  the  "reduced-biirden"  argument  for  bonds  not  only 
presupposes  deception,  but,  whatever  imimportant  truth  it  may 
contain,  is  valid  only  as  regards  a  limited  time  or  a  given  class  of 
people  (notably  the  rich  and  well-to-do)  and  not  as  regards  the 
whole  time  and  nimiber  of  people  affected  by  war  financing.  For 
which  reasons  the  argument  is  quite  inconclusive. 

However,  the  first  consideration  to  most  economists  and  busi- 
ness men  nowadasrs  is  the  growth  of  the  supply  of  capital  goods,  and 
to  such  of  them  as  criticize  the  "pay-as-you-go"  plan  on  this  score 
that  criticism  is  the  weightiest  objection. 

There  are  two  minor  variations  on  this  theme,  of  which  the  first 
is  the  familiar  argument  recently  voiced  by  Mr.  Otto  Kahn,  that 
the  taxing  method  would  cause  "expatriation  of  capital."  This 
claim  refers,  of  course,  to  the  current  flow  of  income,  past  accumu- 
lations being  already  invested  in  forms  which  cannot  as  a  rule  be 
exported.  And  its  weakness  lies  in  the  facts:  (i)  that,  even  if  they 
expatriated  themselves,  owners  might  be  made  to  pay  taxes  here 
upon  that  flow  when  first  received  as  "incoAie"  from  this  coimtry; 
(2)  that  self-expatriation  and  removal  from  the  United  States  would 
be  necessary,  in  order  to  eso^  taxes  here  on  returns  from  foreign 
investments;    and  (3)  that,  whatever  foreign  tax  rates  may  be 
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today,  there  was  never  mote  uncertainty  as  to  what  they  will  be 
tomorrow  or  the  day  after. 

The  second  minor  objection  is  that  heavy  taxation  would  cause 
'' capital  to  go  into  hiding."  If  this  refers  to  failures  to  report 
current  income,  the  difficulty  may  be  largely  obviated  by  adminis- 
trative efficiency,  and  the  country  will  not  be  poorer  anjrway  for 
the  income  successfully  concealed.  If  it  refers  to  refusals  to 
reinvest  income,  the  obvious  reply  is  that  it  would  be  less 
profitable  to  bury  one's  talent  and  to  get  no  returns  from  it  than  to 
invest  and  get  a  positive  return,  however  diminished  temporarily 
by  taxation. 

The  major  objection,  however,  is  that  the  "pay-as-you-go" 
policy  would  impair  the  incerUive  to  effort  more  than  the  bond  plan — 
presumably  this  is  what  is  implied  in  Professor  Seligman's  state- 
ments that  "to  abandon  the  use  of  credit  is  to  revert  to  primi- 
tive economic  conditions  and  to  lessen  social  productivity"  and 
that  ".  .  .  .  the  tax-only  policy  would  require  more  than  the 
total  surplus  of  social  income,"'  for  thei;e  is  no  other  explana- 
tion for  either.  Now  there  are  several  reasons  for  doubting  that 
theory. 

In  the  first  place,  if  we  assmne  that  considerations  of  gain  are 
the  chief  motive  in  war  as  well  as  in  peace,  it  may  be  that  current 
taxation  would  force  an  economizing  rather  than  a  relaxaiion  of 
effort,  i.e.,  through  the  adoption  of  "scientific  management"  in 
'  private  production — this  being  relatively  easy  in  times  when,  as 
now,  the  demand  for  labor  is  greatest. 

Secondly,  the  effect  upon  incentive  depends  largely  upon  the 
kind  of  tax  chosen.  Comprehensive  taxes  on  competitive  produc- 
tion may  perhaps  be  a  serious  deterrent,  if  there  is  no  escape 
through  greater  efficiency.  But  not  so  with  rapidly  progressive 
income  taxes,  taking  very  great  portions  of  the  upper  ranges  of 
large  incomes,  provided  the  rates  be  graduated  so  as  to  leave  the 
recipient  substantial  (although  diminishing)  remainders  from  each 
successive  portion  of  his  income.  The  possibilities  of  such  a 
non-relaxing  form  of  tax  have  doubtless  never  been  more  than 
"scratched"  hitherto. 

>  Cf.  New  York  Times,  May  31, 1917. 
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And  finally,  there  is  an  added  sustainer  of  effort  in  war  which 
peace  times  do  not  commonly  afford,  namely,  patriotism.  Of 
course  the  sacrifices  which  this  may  prompt  are  limited  by  the 
elementary  requirements  of  life,  and  therefore  the  wealthy  may  do 
more  from  this  motive  than  other  classes  can.  Their  professions 
recently  have  been  positive  and  no  doubt  sincere.  There  is  there- 
fore no  reason  to  expect  them  to  be  "slackers"  under  very  heavy 
taxes  in  war  time,  even  assuming  that  scientific  tax  forms  would 
so  prompt  them  in  ordinary  times.  In  so  far  as  taxes  are  a  deter- 
rent at  all,  that  fact  is  a  caution  against  leaving  a  legacy  of  debt 
to  be  paid  off  in  normal  times,  when  the  motive  of  patriotism  is 
absent,  rather  than  against  severe  taxation  in  war  time. 

From  the  standpoint  of  industrial  stimulus,  then,  it  may  well 
be  that  the  "pay-as-you-go"  method  is  preferable  to  its  alterna- 
tive in  the  retrospect  of  times  after  the  war  and  is  equally  desir- 
able meanwhile.  But  a  second  factor  bearing  upon  the  capital 
goods  supply  is  fully  as  important,  namely,  the  volume  of  private 
consumption. 

On  this  score  a  very  ingenious  theory  has  been  advanced  by  the 
National  City  Bank  of  New  York,  which,  because  of  the  bank's 
influence  in  certain  quarters,  deserves  detailed  examination.  Under 
the  heading  "Savers  and  Spenders"  the  bank  divides  society  into 
two  groups,  the  majority  among  both  rich  and  poor  who  spend  all 
they  get  under  whatever  conditions  and  the  minority,  likewise 
scattered  among  all  social  classes,  who  save,  and  the  argument 
runs  tacitly  as  follows.-* 

The  standard  of  living  of  the  savers  is  rigidly  fixed,  for,  as  the 
bank  states  elsewhere,  "under  no  conceivable  circumstances  will 
taxation  encroach  upon  the  portion  of  [their]  income  which  is 
devoted  to  [their]  own  support."^  But  the  standard  of  the  spenders 
(including  by  inference  a  majority  of  men  of  enterprise)  is  quite 
flexible  and  may  be  substantially  reduced  by  taxation  even  in  peace 
times  wUhotU  relaxing  their  will  to  work  (otherwise  the  forthcoming 
conclusion  as  to  a  net  capital  gain  might  not  hold).  Therefore, 
says  the  bank,  all  taxes  upon  the  savers  represent  a  loss  to  the  capital 
fund  unless  returned  to  them  in  the  guise  of  interest  and  principal 

'  C£.  Economic  Circular ^  May,  191 7.  *  Ibid.,  June,  191 7. 


Digitized  by 


Google 


FUNDAMENTAL  FACTORS  IN  WAR  FINANCE  871 

on  money  received  from  them  as  loans.  And  all  taxes  on  spenders 
represent  a  gain  to  the  capital  fund  by  furnishing  means  toward 
repaying  the  savers  as  bondholders. 

So  far  so  good,  but  the  conclusion  does  not  go  far  enough.  For 
the  rest  of  it  is  this:  the  more  that  spenders'  waste  is  shut  off  now 
by  taxation,  the  less  funds  must  the  savers  supply  now  (whether  as 
taxes  or  loans  or  both)  to  meet  a  given  government  expenditure. 
Thus  all  savers^  contributions  whatever  represent  a  loss  in  capital,  at 
least  a  temporary  loss  and  an  xmnecessary  one,  in  so  far  as  the 
fimds  might  have  been  obtained  from  the  current  income  of 
spenders  instead. 

From  the  capitalistic  standpoint  the  ideal  policy  would  therefore 
be  to  tax  spenders  "to  the  bone"  and  let  savers  go  free  or  only 
borrow  from  them.  But  the  bank  would  concede  that  to  be 
impracticable  and  doubtless  too  severe  a  case  of  "taxing  for  social 
purposes,"  which  financiers  usually  frown  upon. 

The  next-best  arrangement  would  be  to  tax  both  spenders  and 
savers  "to  the  bone."  By  putting  the  maximmn  present  burden 
on  spenders,  that  would  make  the  minimum  demand  on  savers. 
True,  the  latter  would  pay  more  taxes  than  under  the  bond  plan, 
but  less  in  taxes  and  loans  combined;  and  to  that  extent  they  would 
have  more  for  private  investment.  But,  since  by  admission  the 
spenders  include  a  majority  in  all  income  classes,  this  result  could 
be  achieved  only  by  combining  heavy  income  taxes  with  whatever 
consmnption  taxes  were  thought  tolerable. 

The  bank,  however,  favors  relying  chiefly  on  consumption  taxes 
and  loans,  which  would  deplete  the  current  capital  supply  by  every 
dollar  of  the  larger  spendthrifts'  income  allowed  to  go  to  waste. 
Would  this  loss  be  more  than  made  good  after  the  war  ?  Not  unless 
the  spenders  were  to  pay  a  larger  fraction  of  the  long  series  of  taxes 
out  of  which  war  bonds  were  canceled  than  they  would  pay  of  the 
shorter-lived  and  more  severe  taxes  under  the  "pay-as-you-go" 
plan.  But  that  is  contrary  again  to  the  assimiption  that  spenders 
form  a  majority  of  every  income  class.  Therefore  on  its  own 
hypotheses  the  bank's  plan  would  no  more  than  tardily  make  good 
after  the  war  that  unnecessary  present  loss  of  capital  which  it 
would  entail. 
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And  furthennore,  it  would  make  it  good  more  largdy  otU  of 
humble  spenders  than  under  the  alternative  plan.  '' Paying  as  you 
go'*  would  put  a  more  effective  stop  to  spendings  on  jewels  and  art, 
grand  opera  and  cabaret,  pleasure  automobiles  and  power  boats, 
palatial  residences  and  hotel  accommodations,  winter  vacations  in 
California  and  at  Palm  Beach,  valets,  footmen,  and  the  himdred 
other  functionaries  of  ornamental  personal  service.  Whereas  the 
bank's  program  would  for  a  much  longer  time  shut  off  a  narrower 
range  of  expenditures  on  dispensable  articles  of  food  and  drink, 
cheap  amusements,  cheap  ornaments,  and  other  'luxuries"  of  the 
masses. 

The  chief  objection,  however,  is  not  to  the  bank's  failure  to  per- 
ceive all  the  conclusions  latent  in  its  premises,  but  to  the  invalidity 
of  those  premises  themselves.  In  the  first  place,  there  is  no  warrant 
for  assuming  that  taxation  in  peace  times  will  not  relax  effort  and 
so  retard  the  labor  and  managerial  sources  of  new  capital.  And 
secondly,  the  inflexible  standard  of  living  attributed  to  all  savers 
is  doubtless  true  only  of  an  insignificant  nimiber  within  that  group. 
It  cannot  be  said  that  the  net  amount  of  bond  payments  made  to 
the  great  majority  of  them  in  future  will  not  increase  their  spendings 
and  so  will  all  be  "restored  ....  to  the  capital  fund,"  or  that 
current  taxes  will  not  reduce  their  war-time  consmnption  at  all. 

The  truth  seems  rather  to  be  that  the  consmnption  of  everyone 
is  elastic,  but  that  the  different  fiscal  methods  are  not  equally  suc- 
cessful, as  Professor  Sprague  has  so  forcefully  urged,  in  bringing 
home  the  need  for  thrift.  If  buyers  of  government  bonds  realized 
the  physical  improductiveness  of  the  investment  and  also  expected 
future  taxes  to  make  it  financially  valueless  to  them,  then  self- 
interest  or  patriotism  or  both  might  move  them  to  economize  as 
much  as  severe  taxation  would.  But  the  very  thing  that  makes  the 
bond  plan  seem  less  "burdensome"  during  war  is  also  the  foe  to 
economy,  namely  that  ignorance  of  or  hope  of  escaping  future  tax 
burdens  to  which  reference  has  already  been  made. 

The  superiority  of  the  tax  plan  in  checking  consimiption  there- 
fore seems  incontestable.  Even  if  we  assimie  this  to  be  wholly 
offset  by  its  alleged  effect  in  relaxing  effort,  the  result  would  be  no 
less  favorable  to  the  capital  supply  than  under  the  bond  plan,  either 
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at  the  end  of  the  war  or  m  after  years.  But  in  so  far  as  patriotism 
is  a  war-time  substitute  for  gain  as  a  motive  and  as  certain  forms 
of  tax  are  not  deterrents  anjrway,  these  factors  make  for  better 
immediate  conservation  of  capital  imder  the  "pay-as-you-go"  plan — 
a  conservation,  moreover,  without  such  extreme  hardships  to  the 
small  fry  among  the  fixed-income  classes  as  result  whenever  price 
increases  follow  in  the  train  of  inflated  bank  loans  under  the  bond 
method.    So  much  for  "the  goose  that  lasrs  the  golden  egg." 

A  final  objection  is  that  taxation  "  dries  up  the  sources  of  charity 
and  educational  endowment"  more  than  borrowing  does.  The 
extent  to  which  this  is  true  depends,  of  course,  on  whether  bene- 
factions are  exempted  in  the  income-tax  law — ^philanthropists  will 
naturally  give  away  more  untaxed  than  taxed  income. 

But  if  we  admit  that  the  claim  is  true  as  to  private  sources, 
what  of  it  ?  "A  man  having  a  national  reputation  in  dvic  work 
states  that  the  number  of  very  wealthy  who  S3rstematically 
support  reform  or  charitable  movements  is  probably  not  mare  than 
5  per  cent  of  the  total  of  that  class."'  Therefore  if  there  is  no 
exemption  of  gifts  in  the  law  and  if  all  incomes  are  only  moderately 
taxed  in  order  to  spare  the  5  per  cent,  then  the  95  per  cent  are 
encouraged  in  wasteful  consumption  and  either  the  capital  supply 
or  the  popular  consumption  of  "necessities"  suffers,  or  both  do. 

The  tax  policy,  on  the  other  hand,  if  it  temporarily  cuts  down 
the  gifts  of  the  charitable,  also  provides  the  means  for  public  sub- 
sidies to  indispensable  agencies  (like  the  Red  Cross)  out  of  taxes 
on  both  the  charitable  and  the  uncharitable.  All  that  severe  taxa- 
tion necessarily  "dries  up"  is  the  self-gratulation  of  benefactors. 
If  it  also  cuts  down  luxurious  consumption  and  nonessential  chari- 
ties, that  is  just  what  furthers  the  supreme  end  in  war  time. 

IV 

For  the  foregoing  reasons  the  taxing  policy  seems  preferable 
from  the  standpoint  of  the  economic  and  cultural  interests  of  a 
nation  as  a  whole  rather  than  of  small  groups  thereof.  But  in  the 
present  instance  the  administrative  machinery  hitherto  sufficient 
for  peace  needs  would  not  be  immediately  adequate  for  the  demands 

*  Equity  (Philadelphia),  July,  1917,  p.  134. 
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of  multiplied  war  taxation.  For  this  reason  alone  a  resort  to  bonds 
is  necessary  as  an  emergency  measure. 

For  how  long  should  such  bonds  run  ?  And,  which  is  a  more 
important  question:  should  these  obligations  be  exempt  from  tax 
or  not?  Unless  exemption  secures  some  peculiar  benefit  to  the 
government  and  better  conserves  the  capital  supply,  the  presump- 
tion is  against  it. 

On  behalf  of  exemption  it  is  urged  that  that  policy  makes  it 
easier  to  secure  the  desired  volume  of  public  loans.  That  is  quite 
untrue.  Ease  of  flotation  depends  simply  on  the  interest  rates 
offered  in  the  respective  cases,  and  a  given  volimie  of  non-exempt 
bonds  will  sell  as  readily  as  if  they  were  exempt,  provided  the 
difference  in  rate  is  sufficient. 

It  is  urged,  however,  that  exemption  yields  some  net  saving  in 
interest  costs  to  the  government.  Now  if  all  lenders  were  subject 
to  the  same  rate  of  income  tax,  that  claim  would  manif  estiy  conflict 
with  the  whole  theory  of  capitalization,  which  holds  in  brief  that 
the  allowance  of  any  future  tax  immunities  is  compensated  by  the 
beneficiary's  payment  in  a  limip  simi  of  the  "present  worth''  of 
such  advantages,  in  so  far  as  they  are  assured  ai  the  time  oj  bond 
purchase^  and  no  more.  Suppose,  for  example,  that  the  proposed 
issue  of  war  bonds  could  be  floated  non-exempt  at  a  price 
yielding  the  investor  a  gross  interest  return  of  3 .6  per  cent  before 
deducting  taxes.  Suppose  also  a  flat  income-tax  rate  of  3  per  cent 
on  all  investors'  incomes.  This  would  mean  an  aniiual  deduction 
of  about  -^  of  their  interest  receipts  or  .  i  per  cent  of  the  principal, 
leaving  3.5  per  cent  as  their  net  interest  return.  It  would,  then, 
be  immaterial  to  them  whether  they  paid  a  price  yielding  3 .6  per 
cent  gross  interest  or,  if  the  bonds  were  exempt,  paid  a  higher  price 
yielding  3 . 5  per  cent  net  interest,  and  for  the  same  reason  it  would 
be  immaterial  to  the  government. 

Unfortunately  for  our  calculations,  the  case  is  not  so  simple  as 
that,  because  bond-purchasers  will  include  investors  paying  all  the 
way  from  no  income  tax  at  all  up  to  a  considerable  portion  of  the 
higher  ranges  of  individual  income.  And  moreover,  the  supertax 
rate  is  not  the  same  for  all  portions  of  a  given  income,  but  increases 
for  the  successive  portions  as  the  income  itself  increases  in  size. 
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Tax  exemption  therefore  is  a  great  boon  to  some  investors  while 
none  at  all  to  others.  And  owing  to  the  fact  that  under  our  present 
law  exempted  income  is  not  reported  as  income  at  all,  exemption  saves 
the  wealthy  the  very  highest  rates  they  would  otherwise  have  to 
pay,  on  the  amount  of  their  bond  investments,  as  the  top  portions 
of  their  incomes. 

Now  the  demand  for  bonds  by  these  wealthier  income  taxpayers 
would  of  course  be  increased  by  the  exemption  feature  and  would 
tend  to  raise  the  price  of  bonds  paying  a  given  nominal  rate  and 
thus  to  lower  the  resulting  rate  to  the  investor.  But  how  much 
would  it  do  so  ?  That  depends  on  how  much  of  an  impetus  the 
exemption  gave  to  the  original  demand  of  the  wealthy  (at  the 
expense  of  investments  in  private  industry),  upon  how  sensitive 
those  classes  not  benefited  by  exemption  were  to  diminished  returns, 
and  thus  not  only  on  the  extent  to  which  the  wealthy  displaced  the 
humbler  classes  in  the  government  bond  market  but  on  the  com- 
petition they  met  with  in  so  doing.  It  is  not  a  question,  as  some 
economists  have  intimated,  of  the  make-up  of  the  bondholding  class 
as  regards  either  the  total  numbers  from  different  income  classes 
comprising  it,  or  the  amount  of  their  respective  class  contributions. 
It  is  a  question  rather  of:  (i)  the  number  of  **  marginal  purchasers** 
within  each  income  class  who  are  stimulated  (or  indirectly  deterred) 
by  exemption,  (2)  their  responsiveness  to  exemption,  as  indicated  by 
the  increases  or  decreases  in  their  purchases  attending  a  given 
change  of  interest  rate,  and  (3)  the  potency  of  these  sensitive  pur- 
chasers in  the  market  for  non-exempt  bonds — ^i.e.,  £he  ratio  of  their 
savings  to  the  savings  of  all  purchasers. 

By  exemption,  then,  the  government  would  gain  the  amoimt  of 
increase  in  bond  prices  paid  by  those  not  subject  to  income  tax 
(their  number  being  fewer  and  total  purchases  smaller  than  if  there 
were  no  bond  exemption  to  increase  the  competition  of  the  well- 
to-do).  And,  if  prices  went  high  enough,  it  might  also  gain  more 
from  the  lower  class  of  income-tax  payers  than  it  lost  by  forfeiture 
of  their  future  taxes,  the  number  of  such  purchasers  being  likewise 
diminished  by  the  increase  in  price. 

On  the  other  hand,  it  would  neither  gain  nor  lose  by  the  pur- 
chases of  the  class  whose  incomes  were  of  such  a  size  that  their 
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increased  price  contributions  merely  offset  their  future  tax  exemp- 
tions (the  number  within  this  class  being  presumably  least  affected 
by  the  change  of  method) .  And  it  would  lose  the  difference  between 
the  simi  of  price-increases  paid  by  an  augmented  number  of  the 
wealthy  and  well-to-do  and  the  greater  amount  of  future  taxes  from 
which  they  were  freed. 

What  would  be  the  net  residt  ?  One  man's  guess  is  as  good  as 
another's,  provided  both  are  equally  disinterested.  The  writer 
would  certainly  not  beg  the  question,  as  did  Mr.  "Victor  Morawetz,' 
by  first  guessing  that  the  exemption  plan  would  raise  prices  enough 
to  reduce  interest  cost  one-eighth  (i.e.,  from  4  per  cent  with  no  tax 
exemptions  to  3^  per  cent  imder  exemption)  and  by  then  arguing 
that  the  taxes  forfeited  would  probably  not  equal  that  fraction  of 
the  interest  which  must  otherwise  be  paid  out  under  the  non- 
exemption  plan.  The  flaws  in  this  argument  seem  to  be,  first,  that 
price-increases  probably  have  a  much  more  discouraging  effect  on 
those  among  the  humbler  classes  who  would  otherwise  be  bond- 
buyers  than  Mr.  Morawetz  assumes;  and  hence  these  increases 
and  the  resulting  saving  of  interest  to  the  government  are  not  as 
substantial  as  claimed  (cf .  Professor  T.  S.  Adams'  testimony  on  the 
experience  of  private  corporations  in  dropping  tax-exempt  guaran- 
ties).* And  secondly,  the  government  loses  in  addition  whatever 
future  increases  in  income  taxes  are  not  contemplated  at  the  time  of 
bond  sale,  and  so  are  ineffective  (as  Professor  Seligman  has  well 
pointed  out)  in  stimulating  the  present  demand  of  those  benefiting 
by  exemption  and  in  raising  their  price  offers. 

To  the  government  therefore  there  is  not  the  slightest  assiurance 
of  gain  as  a  motive  for  relinquishing  future  taxing  rights,  and  as  a 
deterrent  there  is  the  danger  of  very  severe  loss  in  case  rates  are 
subsequently  raised.  For  the  bondholders,  on  the  other  hand, 
there  is  certain  gain  to  the  very  wealthiest,  offset  by  equally 
certain  loss  to  those  among  the  humbler  classes  not  driven 
out  of  the  government  bond  market.  The  condemnation  of 
exemptions  by  the  economists  mentioned  is  therefore  amply 
justified. 

« Cf.  New  York  Times,  April  17, 1917. 
*  Cf.  New  Republic,  April  7, 1917,  p.  293. 
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There  is,  of  course,  no  requirement  in  the  language  of  the  six- 
teenth amendment  for  the  exemption  of  state  and  mimidpal  bonds 
from  tax  any  more  than  of  federal  bonds:  'Xongress  shall  have 
power  to  lay  and  collect  taxes  on  income  from  whatever  source 
derived,"  etc.  All  that  is  necessary  to  such  taxation  is  a  court 
respectful  of  the  ordinary  meaning  of  words  as  against  the  alleged 
self-contradictory  intent  of  their  framers. 

It  is,  of  course,  too  late  to  remove  the  exemption  feature  from 
the  Liberty  Bonds  of  June,  1917,  but  not  to  remove  it  from  future 
bonds. 

V 

What  forms  of  tax  should  bear  the  brunt  of  the  biirden  under 
the  "pay-as-you-go"  plan?  If  the  annual  cost  of  American  par- 
ticipation in  the  war  and  of  any  aid  to  the  Allies  not  immediately 
paid  for  by  them  were  all  paid  out  of  taxation,  and  if  this  cost 
should  be  so  great  as  to  equal  the  sum  of  annual  pre-war  capital 
accumulaticm  plus  wasteful  consumption,  then  the  answer  would  be 
easy — each  major  kind  of  tax  hereafter  to  be  mentioned  should  be 
"worked  to  the  limit."  But  this  is  not  the  prospect  at  present 
(September,  191 7). 

The  question  therefore  becomes:  in  which  order  and  to  what 
extent  should  the  revenue  possibilities  of  the  various  taxes  be 
exhausted  ?  And  this  is  not  to  be  determined  by  any  dictum  as  to 
what  portion  of  the  war  cost  should  be  met  by  curtailed  consimip- 
tion  and  what  portion  by  curtailed  capital  accumulation. 

There  are  two  reasons  for  this.  In  the  first  place,  all  these 
major  federal  taxes  curtailed  both  consumption  and  private  invest- 
ment, and  the  proportions  in  which  they  fall  upon  the  two  are  quite 
unknown,  (Cf.  the  comment  on  the  argument  of  the  National 
City  Bank  in  Section  III  preceding.)  Banker  I.  N.  Seligman  in  his 
June,  1917,  report  of  the  Committee  on  Taxation  of  the  New  York 
Chamber  of  Conunerce  said:  "Emphasis  should  further  be  laid  upon 
taxes  on  consumption,  with  a  view  of  conserving  for  ourselves  and 
our  Allies  all  available  resources  of  raw  material  and  of  finished 
product."  If,  as  seems  to  be  the  case,  his  implication  was  that  such 
taxes  check  waste  and  conserve  capital  more  than  severe  excess 
profits  and  income  taxes,  then  proof  of  that  fact  is  in  order.     (This 
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quotation  is  typical  of  thousands  of  statements  in  recent  financial 
discussion  which  sin  rather  by  what  they  omit  and  imply  than  by 
what  they  assert.) 

But,  secondly,  even  if  the  exact  effect  of  these  several  taxes  in 
checking  waste  or  investment  were  known,  the  problem  of  how 
far  to  make  each  contribute  toward  the  total  shrinkage  desired  in 
either  direction  would  still  remain. 

Therefore,  so  long  as  taxes  do  not  absorb  the  whole  social  income 
above  a  subsistence  level,  the  resort  made  to  the  different  taxes 
must  depend  on  considerations  as  to  the  distribution  of  burdens 
between  persons  raiher  than  between  the  categories  of  waste  and  invest- 
ment. This  is  obviously  an  ethical  issue,  toward  the  solution  of 
which  the  writer  knows  no  more  helpful  principle  than  "equality 
of  sacrifice.''  He  is  well  aware  of  the  familiar  objection  that 
"there  is  no  conunon  denominator  or  outward  measure  of  men's 
feelings"  and  hence  no  measure  of  the  privation  which  any  given 
distribution  of  money  burdens  will  cause  them.  But  an  imperfect 
criterion,  incapable  of  exact  and  rigid  {q)plication,  is  better  than 
none  at  all. 

Applying  this  one,  then,  we  find  a  very  general  agreement  that 
sacrifices  of  the  food,  clothing,  fuel,  and  shelter  necessary  to  main- 
tain physical  vitality  are  more  keenly  felt  than  is  the  abandonment 
of  the  more  refined  forms  of  consumption,  no  matter  how  imbedded 
in  habit  these  may  be.  Likewise  inroads  upon  small  savings  are 
as  a  rule  more  grievous  than  proportionate  inroads  upon  the  larger 
surpluses,  which  generally  represent  much  less  privation  in  the 
"saving."  Therefore  the  war  financier's  aim  should  be  to  levy 
upon  small  incomes  and  the  essential  articles  of  commonest  con- 
smnption  only  as  a  last  resort  after  exhausting  the  possibilities  of 
all  other  less  biurdensome  taxes. 

VI 

The  least  burdensome  of  all  is  the  excess-profits  tax — ^when 
"excess"  is  properly  defined.  This  involves  (i)  a  definition  of 
"normal"  net  profits,  above  which  the  excess  is  to  be  reckoned, 
and  (2)  specification  of  the  deductions  to  be  allowed  in  finding 
total  present  profits. 
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For  concerns  which  have  not  added  considerable  new  equipment 
to  their  plants  as  they  stood  in  1911  or  1912  ^'normal  profits"  may 
well  be  taken  as  the  average  of  actual  profits  in  the  three  or  four 
years  preceding  1915,  with  the  same  average  allowance  for  depre- 
dation^ whether  then  correctly  reserved  or  not  (otherwise  past 
neglect  to  deduct  depredation  would  inflate  past  profits  as  a  basis 
for  comparison  if  greater  depredation  were  deducted  from  present 
profits).  For  concerns  which  have  added  considerable  new  equip- 
ment in  the  past  three  or  four  years  an  arbitrary  ''normal"  income 
must  be  imputed  to  that  equipment.  This  is  usually  a  fixed  per- 
centage of  its  original  cost. 

The  chief  controversies  over  deductions  to  be  made  in  finding 
present  net  profits  center  around  the  items  of  depredation  and 
interest.  The  original  House  revenue  bill  of  May,  191 7,  did  not 
allow  deduction  of  interest  on  business  loans.'  Nor  did  it  allow 
for  depreciation  and  obsolescence  charges,  although  in  industries 
using  machinery  purchased  at  inflated  war-time  cost  and  not 
adapted  to  alternative  peace  uses  the  latter  charge  would  be  con- 
siderable. Owing  to  the  uncertainty  of  our  military  future,  obso- 
lescence charges  are  also  extremely  uncertain.  The  government  is 
best  able  to  assimie  such  risks  and  should  therefore  provide  all 
new  war-factory  equipment  (as  England  has  done  in  part)  and  lease 
or  operate  it  as  seems  best.  That  would  not  only  vastly  simplify 
the  administration  of  the  excess-profits  tax,  but  would  remove  the 
only  basis  for  the  present  demand  for  low  rates,  the  benefits  of 
which  now  go  to  those  whose  risks  are  sUght  as  well  as  to  those 
who  risk  much.  The  increase  in  yields  by  the  imposition  of  high 
rates  would  much  more  than  pay  the  cost  of  the  factory  investments 
required,  the  result  being  great  gain  for  the  government. 

There  is  now  one  other  pretext  for  low  rates,  namely,  that  profits 
are  taxed  more  thkn  once  whenever  they  are  paid  from  one  corpora- 
tion to  another  (holding  company)  before  distribution  to  individuals. 
The  House  bill  of  May,  191 7,  properly  corrected  this  feature  of  the 
old  law.  But  the  Senate  amendment  which  applies  different  rates 
to  successive  portions  of  a  given  excess  seems  dearly  indefensible.' 

» Cf.  Ntw  York  Times  Annalist,  June  4, 191 7,  p.  750. 

*  Cf.  ''Losing  Our  Flnt  Trenches,"  Ntw  Republic,  July  14, 1917,  p.  293. 
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The  EngKsh  rate  is  now  80  per  cent,  and  the  adoption  of  the 
foregoing  changes  would  wipe  out  all  valid  objections  to  a  90-per 
cent  or  even  a  loo-per  cent  rate  here — except  perhaps  as  regards 
the  occasional  instance  of  war-time  transfers  of  pre-war  equipment 
at  prices  much  higher  than  its  ''normal  income"  would  warrant. 
Such  property  might  be  taxed  as  new  equipment  or  left  to  the 
discretion  of  an  administrative  board.  But  it  represents  the  excep- 
tion rather  than  the  rule  and  should  be  treated  as  such,  by  what- 
ever method. 

Excess  profits  under  the  tax  plan  would  of  course  be  less  because 
of  the  lesser  expansion  of  bank  loans,  but  still  very  formidable. 
The  merit  of  a  tax  upon  them  as  against  the  income  tax  is  that  the 
former  may  be  made  to  obtain  a  larger  portion  of  the  excess  than 
would  be  realized  if  this  were  first  paid  out  to  stockholders  and  then 
partially  recovered  under  a  schedule  of  graduated  rates.  And  a 
flat  90-per  cent  or  loo-per  cent  tax  would  yield  several  billion 
dollars  per  annimi  under  present  conditions  (the  more  lenient 
English  tax  with  a  maximum  rate  last  year  of  60  per  cent  yielded 
$700,000,000) .'  The  yield  of  slightly  over  a  billion  dollars  expected 
from  the  Senate's  Sq)tember  revision  of  the  House  bill  is,  of  course,  a 
mere  fraction  of  what  could  be  obtained,  but  is  an  improvement  upon 
the  reconmiendation  of  the  Committee  of  the  United  States  Chamber 
of  Commerce  that  only  $200,000,000  be  taken  from  this  source. 

The  next  least-burdensome  levy  is  the  income  tax.  As  regards 
this  the  chief  controversies  center  around  the  rates  of  supertax  and 
the  amounts  of  exemption  allowed. 

It  may  be  that  revenue  needs  will  compel  a  reduction  of  exemp- 
tion allowances.  But  in  order  to  equalize  the  sacrifices  of  taxation, 
which  are  now  more  grievous  to  the  middle  class  than  to  the 
wealthy,  the  present  and  proposed  supertax  rates  should  be  mul- 
tiplied before  lowering  the  exemptions.  To  take  95  per  cent  of  the 
balance  of  aU  incomes  over  $100,000  and  to  multiply,  say  by  six, 
the  present  rates  on  lesser  incomes  would  doubtless  still  leave  much 
revenue  to  be  raised  from  other  sources. 

Against  such  supertaxes  all  the  classic  objections  noticed  in 
Section  III  are  raised.    And  in  addition  Mr.  Otto  Kahn  uses  the 

>  Cf.  £.  R.  A.  Seligman,  ''How  to  Finance  the  War,"  Columbia  War  Paptrs, 
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indefensible  bond-exemption  feature  of  the  present  law  as  the 
ground  of  another  ingenious  plea.  He  claims  that  the  inducement 
thus  offered  the  wealthy  to  invest  in  the  Liberty  Loan  is  so  great 
as  to  require  private  borrowers  to  pay  8-ip  per  cent  to  equalize 
the  net  yield  to  such  lenders,  and  complains  that  this  will  hamper 
private  borrowing. 

This  of  course  is  only  half  the  story.  As  was  previously  seen, 
the  low  interest  rates  incident  to  tax  exemption  drive  the  ''mar- 
ginal" element  of  small  bond-buyers  out  of  the  government  bond 
market  and  into  private  investment,  just  as  the  wealthy  are  driven 
the  other  way.  Doubtless  these  small  fry  (or  the  savings  banks) 
will  not  furnish  all  the  desired  private  capital  at  ''tolerable"  rates, 
but  that  cannot  be  had  at  any  rate  whatever^  if  the  war  is  to  be 
efficiently  conducted.  While  Mr.  Kahn  and  others  likewise  mis- 
guided think  they  are  exposing  a  flaw  in  progressive  taxation,  they 
are  really  only  proving  that  a  nation  cannot  bum,  blow  up,  and 
sink  its  siupltis  and  have  it  too. 

Even  with  excess  profits  taxed  at  loo  per  cent  the  forementioned 
supertaxes  would  yield  several  billion  dollars  additional,  and  under 
a  comprehensive  system  of  reporting  all  disbursements  to  the  gov- 
ernment this  sum  might  be  collected  with  slight  evasion  and  very 
moderate  expense.  On  the  other  hand,  the  expense  of  collection 
would  be  multiplied  by  reducing  the  exemption  allowances,  not 
only  because  of  the  greatly  increased  number  of  taxpayers,  but 
because,  as  Professor  Seligman  remarks,  the  American  middle  class 
comprises  a  peculiarly  large  proportion  of  farmers,  a  group  especially 
negligent  of  bookkeeping  and  "refractory"  toward  income  taxes.' 

He  estimates,  moreover,  that  if  the  exemption  limit  were 
reduced  to  $1,500  for  single  men  and  $2,000  for  families,  the  addi- 
tional yield  would  be  only  $4,ooo,ooo-$8,ooo,ooo  for  each  i  per 
cent  of  tax.  War  needs  may  justify  such  a  relatively  unproductive 
levy,  although  not  under  the  supertax  rates  in  existing  bills.  But 
there  is  no  warrant  for  the  expectation  that  the  new  groups  of  con- 
tributors will  take  any  greatly  increased  interest  in  affairs  of  the 
federal  government.  Washington  is  too  remote  geographically 
from  the  average  man,  the  Hamiltonian  structure  of  government 

» Cf.  Columbia  War  Papers,  Scries  i,  No.  7. 
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too  devious  and  complicated,  and  the  general  feeling  of  impotence 
toward  it  too  vivid  to  remedy  by  tax  doses. 

Supertaxes  are  therefore  vastly  superior  to  normal  taxes  in 
fiscal  productiveness,  as  well  as  precedent  to  them  in  ethical  justi- 
fication. But  however  the  two  are  actually  adjusted,  the  greater 
severity  of  war  rates  increases  the  need  for  several  changes  in  per- 
manent features  of  the  law.  Income  should  be  defined  so  as  to 
include  the  rental  value  of  premises  used  by  the  owner  and  of 
produce  consumed  on  the  farm,  and  so  as  to  allow  deductions  for 
losses  '^ outside  one's  business''  and  for  obsolescence,  as  well  as 
ordinary  depredation,  of  property.  From  the  disbursers  of  divi- 
dends and  interest  the  government  should  require  only  "informa- 
tion at  the  source,"  collecting  the  tax  from  the  recipients.  And 
there  should  be  an  exemption  allowance  for  each  dependent  child 
in  a  family,  as  well  as  for  the  parents. 

No  increase  in  the  corporation  tax  is  recommended,  in  order  to 
keep  double  taxation  at  a  minimum.  For  the  same  reason  the 
taxation  of  the  previously  taxed  income  of  holding  companies 
should  be  abandoned.  And  in  order  not  to  put  special  penalties  on 
the  accident  of  death  within  the  war  period,  there  should  be  no 
special  tax  on  inheritances. 

Third  in  the  order  of  choice  for  war  purposes  and  in  yield  the 
writer  wotild  put  consimiption  taxes,  using  that  term  in  the  broadest 
sense.  The  particular  levies  shotild  be  chosen  with  a  view  to  con- 
serving the  vitality  of  the  masses,  to  leaving  them  scope  for  normal 
emotional  expression  (e.g.,  through  family  life  and  cheap  amuse- 
ments), and  to  making  it  possible  for  those  who  were  hitherto  small 
savers  to  continue  saving  and  keeping  "a  stake  in  the  coimtry." 

To  that  end  the  heaviest  special  taxes  should  be  upon  liquors 
and  tobacco,  upon  pleasure  automobiles  and  automobile  accessories 
(notably  tires  and  gasoline),  and  upon  many  of  the  indulgences  of 
the  wealthy,  such  as  jewelry,  electric  piano  players,  club  dues, 
opera,  and  cabaret.  Of  such  taxes  those  which  hit  the  most 
people — ^namely,  excises  on  liquor,  tobacco,  and  oil — ^were  foremost 
among  Civil  War  sources  of  revenue,  as  the  list  given  by  Professor 
Seligman  shows.  But  that  list  shows  no  tax  on  food  products,  such 
as  was  recently  proposed  for  tea,  coffee,  sugar,  and  cocoa.    An  excise 
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of  a  cent  a  pound  on  domestic  sugar  woiild  fall  primarily  on  producers 
well  able  to  stand  it,  as  long  as  the  sugar  tariff  is  retained,  and 
should  be  imposed  as  a  compensator  thereto.  But  otherwise  these 
food  taxes,  along  with  those  on  transportation,  retail  light  and  gas 
bills,  and  the  cheaper  amusements  should  be  utilized  only  as  a  last 
resort. 

In  the  light  of  the  foregoing  the  Senate  proposal  of  September, 
1917,  to  tax  tobacco  and  liquors  $264,000,000  is  quite  acceptable, 
and  likewise  the  automobile  license  tax  (to  yield  $40,000,000)  as 
far  as  it  goes.  But  a  revision  which  multiplies  the  fonner  corpo* 
ration  tax  while  anticipating  only  $300,000,000  from  individual 
incomes,  which  rejects  the  House  proposals  to  tax  jewelry,  auto- 
mobile tires,  and  club  dues,  and  which  levies  upon  transportation 
(freight,  passenger,  eiq>ress,  and  parcel  post)  for  nearly  $160,000,- 
000  is  equally  to  be  regretted.  There  need  be  no  regret,  however, 
that  in  this  latest  Senate  revision  the  recommendation  of  the  com- 
mittee of  the  United  States  Chamber  of  Commerce,  to  levy  $550,- 
000,000  in  excises  or  the  equivalent,  was  not  carried  out.  The 
moderate  levies  proposed  for  excess  profits  and  individual  incomes 
are  not  sufficient  to  justify  that. 

It  is  true  that  severe  taxes  on  these  latter  sources  woidd  require 
a  more  expert  administration  than  levies  on  consumption,  and  a 
much  more  extensive  and  efficient  one  than  the  present  schedtiles 
require.  But  with  the  help  of  such  organizing  genius  as  has 
recently  hurried  from  private  life  to  the  aid  of  other  departments 
in  Washington,  agencies  fully  competent  to  the  task  might  be  in 
smooth  working  order  in  the  course  of  the  next  several  months. 
Professor  Seligman's  fear  that  under  the  '^ pay-as-you-go"  plan 
the  machinery  of  taxation  would  break  down  would  then  be  in  no 
danger  of  realization.' 

vn 

Another  phase  of  the  subject  which  raises  ethical  considerations 
is  the  share  of  war  costs  which  the  United  States  is  to  assimie. 
Obviously  this  need  not  be  limited  to  the  expense  of  equipping, 
transporting,  and  maintaining  our  own  troops.  On  the  other  hand, 
warrant  for  so  doing  might  perhaps  be  found  in  a  study  of  the 

'  Columbia  War  Papers^  Series  x,  No.  7,  p.  13. 
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contributions  of  the  Allies  to  the  imderiying  causes  of  the  present 
wax  together  with  the  dubious  character  of  their  "terms"  as  foun- 
dations for  future  peace.  Any  pronouncement  on  the  international 
distribution  of  burdens  would  be  out  of  place  here  and  is  not 
attempted. 

But  so  long  as  the  United  States  does  actually  refuse  to  give 
outright  to  the  Allies  all  that  they  cannot  or  will  not  contribute 
from  their  own  national  incomes  toward  war  costs,  the  question 
remains  how  are  they  to  pay  for  the  supplies  we  do  not  contribute 
free.  They  can  do  so  only  by  giving  us  claims  on  future  income, 
in  the  form  either  of  (i)  title  to  spedfiic  property  represented  by 
private  securities,  or  (2)  a  general  promise  to  pay  such  as  their 
government  bonds  contain.  And  in  either  case  such  claims  could 
be  delivered  direct  to  the  American  capitalist,  as  the  Allies  did  with 
the  investments  of  their  own  capitalists  earlier  in  the  war,  or  to 
our  government  as  the  general  representative  and  guarantor  of  the 
American  capitalist,  as  is  now  being  done. 

Are  both  kinds  of  payment  still  possible?  \^thin  certain 
limits,  yes.  French  and  English  capitalists  in  1914  held  at  least 
$6,000,000,000  of  securities  issued  in  the  United  States  alone,  of 
which  probably  not  one-half  has  as  yet  been  sold  here  as  one  means 
of  paying  for  past  purchases.  It  is  true  that  part  of  the  unsold 
portion  is  now  "tied  up"  here  as  collateral  for  loans  to  the  Allies, 
and  another  part  is  in  American  safety  vaults  as  a  means  of  pre- 
venting its  forced  surrender  to  the  Allies'  fiscal  authorities.  But 
international  comity  might  as  easily  force  surrender  of  British-held 
securities  in  the  United  States  as  it  threatens  to  x:onscript  British 
subjects  here,  the  unpledged  securities  both  here  and  abroad  might 
be  sold  here  and  the  proceeds  used  to  pay  off  the  collateral  loans, 
and  the  collateral  so  recovered  then  sold  in  turn  until  not  a  dollar 
of  American  securities  was  owned  abroad.  Furthermore,  there  are 
hundreds  of  millions,  if  not  billions,  of  Allied  investments  in  Canada 
and  South  America  which  are  so  "gilt-edged"  that  they  might  like- 
wise find  a  market  in  this  country  and  help  materially  to  swell  the 
total  of  Allied  credits  here.  Probably  a  total  of  four  or  five  billion 
dollars  could  be  realized  by  such  sales  of  both  North  and  South 
American  securities. 
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Which  kind  of  payment  is  preferable,  then  ?  The  liquidation 
of  foreign  holdings  in  America  is  preferable  because  it  avoids  the 
danger  of  repudiation  latent  in  foreign  government  bonds,  which, 
if  it  transpired,  might  force  reprisals  by  the  cancellation  of  foreign 
titles  to  United  States  securities  and  their  distribution  pro  rata  to 
our  capitalists  injured  by  such  repudiation.  Let  no  one  be  deceived 
as  to  the  seriousness  of  that  danger.  As  Professor  Alvin  Johnson 
remarks,  future  events  are  quite  possible  under  which  "we  might 
as  weU  prepare  to  write  oflF  to  total  loss  the  three  billions  and  the 
billions  we  may  lend  in  the  future.  At  any  time  in  the  next  three 
decades  let  war  clouds  grow  heavy  over  Europe  and  every  income- 
tax  payer  in  the  United  States  may  as  well  prepare  to  economize" 
(i.e.,  to  make  good  the  Allies'  permanent  default).' 

Of  course  a  total  liquidation  of  Allied  holdings  would  work  an 
inconvenience,  if  not  a  loss,  to  foreign  capitalists  as  against  paying 
with  the  "I.O.U.'s"  of  their  respective  governments,  but  tender- 
ness toward  foreign  capitalists  should  hardly  be  the  first  considera- 
tion in  American  statesmanship.  If  it  is  right  that  the  Allies 
shotild  do  more  than  pay  what  they  can  or  will  out  of  current 
income,  it  is  equally  and  highly  expedient  that  they  should  do  so 
by  relinqtushing  American  seciujties  as  long  as  these  last.  The  war 
will  bequeath  future  troubles  enough  without  our  borrowing  any 
imnecessary  ones. 

But,  after  exhausting  that  source  of  payment,  the  Allies  might 
still  be  debtor  to  us  and  have  only  their  government  notes  and  bonds 
to  give  in  settlement.  In  the  last  analysis  these  must  be  purchased 
by  our  capitalists.  The  only  question  is  whether  our  government 
should  assimie  liability  for  repaying  our  capitalists  if  the  Allies 
"welch"  on  their  obligations  later.  It  is  now  assimiing  such 
liability  by  borrowing  billions  to  invest  in  the  "I.O.U.'s"  of  the 
Allies.  If  our  taxpayers  were  being  compensated  for  the  risk  thus 
thrust  upon  them  and  if  the  liability  of  each  taxpayer  in  case  of 
Allied  default  were  equitably  determined  now,  then  there  might  be 
some  excuse  for  this  unheard-of  exploit  in  governmental  imder- 
writing.  But  not  only  is  there  no  such  compensation  for  risk,  but 
in  case  of  repudiation  and  loss  an  inequitable  distribution  among 

*  Cf.  New  Republic,  May  5, 191 7,  p.  la. 
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taxpayers  is  almost  certain.  And  the  loss  would  be  as  much  of  a 
surprise  to  most  of  them  as  the  risk  had  been  previously  unknown. 

It  is  highly  desirable  therefore  that  the  Allies  should  borrow  any 
deficits  from  our  capitalists  individually.  True,  that  would  require 
payment  of  interest  conmiensurate  with  the  risk  now  thrust  on  the 
American  taxpayer,  instead  of  a  rate  made  abnormally  low  by 
exempting  government  bonds  from  taxation.  But,  let  us  repeat: 
tenderness  toward  the  foreign  taxpayer  should  not  be  the  first 
concern  in  American  policy. 

It  may  be  urged,  however,  that  the  credit  of  the  Allies  is  now 
so  weak  that  they  could  not  borrow  enough  here  privately  to  cover 
their  periodic  deficits.  If  that  assertion  be  proved  true  by  the 
failure  of  actual  attempts  to  do  so,  then  the  situation  calls  for 
either  more  drastic  taxation  by  them  to  improve  their  credit  or  the 
outright  payment  by  us  of  a  larger  share  of  the  costs  of  war.  But 
for  the  reasons  already  cited  that  larger  share,  if  accepted,  shoidd 
be  raised  by  current  taxation  and  not  by  borrowing. 

The  present  plan  of  loans  to  the  Allies  errs,  then,  in  not  relying 
upon  taxation  for  such  aid  as  our  government  chooses  to  give  them 
and  in  not  requiring  them  to  finance  any  remaining  deficits  with 
funds  obtained  direct  from  our  capitalists,  through  the  sale  either 
of  private  securities  acceptable  to  the  latter  or  of  bonds  of  the 
Allied  governments.  As  Professor  Davenport  intimates,  our  foreign 
loan  is  one  of  the  most  dubious  features  of  the  whole  financial 
plan. 

vra 

Reviewing,  now,  the  practical  conclusions  to  which  the  foregoing 
argument  has  led,  they  may  be  briefly  stmmiarized  as  follows: 

1.  Measures  which  aid  the  financier  indirectly  are  regulation 
of  private  expenditure  (e.g.,  by  "rationing"  and  censorship  of 
capital  investment)  and  stoppage  of  public  improvements.  Regu- 
lation applied  to  consumption  requires  such  elaborate  administra- 
tive machinery  as  to  be  practical  only  as  regards  the  great  "staples." 

2.  Such  regulation  coupled  with  control  of  exports  largely 
obviates  the  need  of  price  control,  which,  however,  may  serve  a 
fiscal  purpose  in  the  case  of  government  monopolization  of  various 
distributive  lines  for  profit. 
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3.  Except  in  so  far  as  it  is  necessary  to  borrow  to  cover  tem- 
porary deficiencies  while  administrative  machinery  is  being  per- 
fected and  returns  collected,  the  cost  of  American  participation  in 
the  war  should  be  paid  only  from  tax  receipts  or  from  government 
profits  in  distributive  activities. 

4.  The  bonds  representing  such  emergency  borrowings  should 
run  for  a  period  of  not  over  ten  years  and  should  not  be  exempt 
from  tax. 

5.  These  bonds  should  be  offered  at  a  rate  of  interest  sufficient 
to  secure  their  purchase  by  private  investors.  Commercial  banks 
and  trust  companies  should  either  be  prohibited  from  buying  the 
bonds  of  any  government  and  from  lending  money  to  individuals 
for  that  pxirpose  or  should  be  required  to  diminish  other  assets  to 
the  same  extent  as  they  made  such  loans. 

6.  With  the  definition  of  "normal"  profits  and  of  deductions 
from  current  gross  profits  as  above  outlined,  there  should  be  a  flat 
excess-profits  tax  at  a  rate  approximating  100  per  cent. 

7.  Under  the  individual  income  tax  the  war  rates  upon  the 
larger  incomes  should  be  multiplied  progressively  imtil  95  per  cent 
of  all  portions  of  incomes  over  $100,000  is  taken.  This  should  be 
the  prerequisite  to  a  lowering  of  the  exemption  limits.  The  extent 
of  such  lowering  and  of  the  new  "normal"  (minimum)  rate  of  tax 
should  depend  in  turn  upon  the  severity  of  consimiption  taxes 
imposed. 

8.  The  prerequisite  to  added  consiunption  taxes  upon  the  masses 
(other  than  as  to  liquors  and  tobacco)  should  likewise  be  the  drastic 
taxes  specified  above,  upon  excess  profits  and  incomes,  and  also 
heavy  taxes  upon  luxuries. 

9.  Any  non-military  aid  rendered  the  Allies  by  our  government 
should  take  the  form  of  a  gift  paid  out  of  the  proceeds  of  taxation. 
If  that  is  not  enough,  the  balance  should  be  obtained  from  our 
capitalists  individually  through  the  sale  either  of  private  securities 
owned  abroad  or  of  bonds  of  the  Allied  governments. 

Frank  F.  Anderson 
CoLTTMBiA  University 


Digitized  by 


Google 


TAXATION  VERSUS  BOND  ISSUES  FOR  FINANCING 

THE  WAR' 

The  controversy  which  has  been  raging  between  the  advocates 
of  taxation  and  the  advocates  of  bond  issues,  as  a  means  of  war 
financing,  results  in  part  from  lack  of  clear  thinking  and  in  part 
from  the  conflicting  interests  of  individuals  and  classes.  Confusion 
of  thought  is  probably  the  principal  source  of  conflict.  There  is 
no  economic  subject  as  to  which  fallacies  are  more  widespread  and 
deep-seated. 

We  shall  clarify  our  thought  if  with  some  precision  we  consider, 
first,  the  sources  from  which  fimds  for  war  expenditures  can  be 
drawn.  It  should  be  observed  that  this  inquiry  comes  substan- 
tially to  the  same  thing  as  an  inquiry  regarding  the  sources  from 
which  the  labor  and  the  commodities  for  war  uses  can  be  obtained,  i 
What  the  government  needs  for  war  is  not  money,  but  men  and| 
goods. 

The  only  important  source  of  fimds  for  war  expenditure  con-| 
sists  of  the  surplus  of  current  income — the  excess  of  the  income' 
of  the  people  above  their  other  expenditures  during  the  actual  war 
period.  This,  again,  is  the  same  thing  as  saying  that  it  is  chiefly 
by  the  diversion  of  the  current  productive  power  of  the  nation  to 
war  channels  that  the  war  must  be  provided  with  men  and  sup- 
plies. The  surplus  of  income  represents  the  surplus  of  labor  per- 
formed and  commodities  produced  dxuing  the  war  which  are  not 
used  for  non-war  purposes. 

A  surplus  of  current  income  available  for  war  expenditure  may 
be  obtained  in  three  ways:  first,  by  an  increase  of  production 
through  speeding  up;  secondly,  by  saving  in  consiunption;  and 
thirdly,  by  reducing  the  investment  of  new  capital  in  non-war 
enterprises. 

'  Presented  before  the  conference  of  the  Western  Economic  Society  and  the  Qty 
Club  of  Chicago,  June  21,  191 7. 
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There  seem  to  be  those  who  suppose  that  the  entire  burden  of 
the  war  can  be  carried  by  speeding  up  production  and  increasing  its 
efficiency.  The  slogan  of  ''business  as  usual"  implies  this  idea. 
We  have  been  told  that  there  is  no  particular  need  of  economy 
in  consimiption  except  of  food;  and,  also,  that  the  nation  otight 
not  to  slacken  its  investment  of  capital  dxiring  the  war,  but  otight, 
if  anything,  to  increase  such  investment  in  order  that  it  may  be 
better  able  to  compete  in  the  markets  of  the  world  when  the  war 
is  over.  Most  of  those  who  have  taken  these  positions  are  simply 
resting  on  fallacy.  They  think  that  one  can  eat  his  cake  and  have 
it  too.  Some  of  them,  however,  honestly  believe  that  the  pro- 
ductive power  of  the  coimtry  is  normally  far  below  its  possible 
maximum  and  that  it  is  capable  of  vast  expansion  imder  stimulus. 

It  is  true  that  a  considerable  expenditure  of  an  unusual  charac- 
ter may  be  taken  care  of  by  speeding  up  production.  In  ordinary 
times  a  great  deal  of  labor  and  capital  are  wholly  or  partly  idle  or 
are  working  with  comparative  inefficiency.  The  new  demand  for 
production  created  by  the  war  tends  to  keep  all  labor  and  capital 
busy  and  puts  pressure  on  them  to  increase  their  efficiency.  But 
we  must  remember  that  industry  in  the  United  States  has  already] 
been  speeded  up  materially  in  the  last  three  years  because  of  the 
demand  for  war  supplies  to  be  shipped  abroad.  While  additional  . 
increase  in  production  may  be  achieved  in  the  same  direction,  the  11^  -. 
limits  are  probably  not  wide.  " 

There  can  be  no  doubt  that,  U  our  own  war  expenditures — 
aside  from  what  we  supply  to  the  Allies — become,  as  they  easily/ 
may,  equal  to  a  quarter  or  more  of  the  present  national  income,  7 
increased  efficiency  of  production  will  fall  far  short  of  meeting'^ 
them.  It  will  be  absolutely  essential  for  us  both  to  save  in  con-  j 
sumption  and  to  reduce  materially  the  annual  investment  in  new ' 
capital. 

It  is  evident  that  even  the  poorer  classes  of  the  community  can, 
if  put  to  the  necessity,  save  considerably  in  current  consumption, 
while  the  more  well-to-do  could  reduce  their  consimiption  by  a  very 
large  fraction.  That  the  people  must  save,  if  they  are  to  pay  war 
taxes  or  to  buy  war  bonds  in  large  amoimts,  really  scarcely  needs 
argument.    The  fallacy  of  ''business  as  usual"  during  war  is 
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kin  to  the  old  fallacy  that  extravagant  expenditure  creates  demand 
for  labor  and  is  good  for  the  people.  Saving  in  war  time  is  a  patri- 
otic duty. 

It  has  been  estimated  by  the  National  City  Bank  that  approxi- 
mately $5,000,000,000  of  the  annual  income  of  the  country  is  in 
normal  times  devoted  to  new  investments.  It  is  a  familiar  fact 
that  many  persons  of  large  income  invest  annually  from  half  to 
nine-tenths  of  their  income.  Much  as  we  should  prefer  not  to 
check  our  industrial  progress,  we  must  remember  that  the  very 
fate  of  all  our  past  investments — ^indeed,  the  fate  of  the  nation 
itself — ^is  at  stake  in  the  war,  and  that,  purely  from  the  material 
standpoint,  it  is  good  economy  to  spend  what  is  necessary  to  save 
them,  even  if  we  temporarily  forego  industrial  expansion.  It  is 
probable,  in  fact,  that  the  largest  one  source  of  funds  for  the  con- 
duct of  the  war  will  have  to  be  foimd  in  the  diversion  of  that 
surplus  income  which  ordinarily  goes  into  investment. 

Sources  of  war  revenue  other  than  the  surplus  of  current  national  I 
income  are,  for  the  most  part,  either  not  available  for  the  United  | 
States  or  comparatively  imimportant. 

In  the  first  place,  it  is  evident  that  a  war  might  be  financed  in 
part  by  the  accimiulation  by  the  government  of  great  quantities 
of  munitions  and  other  supplies  during  previous  times  of  peace.  ^ 
That  means  preparedness.    That  our  government  has  done  very  ^ 
little  in  this  direction  is  all  too  obvious. 

In  the  second  place,  a  war  may  be  financed  to  some  extent  by 
boggwing  abroad,  by  securing  the  surplus  of  the  income  of  foreign 
coimtries  on  promise  of  repayment  out  of  future  income  of  the' 
home  coimtry.  It  is  obvious  that  the  United  States  could  not  now, 
if  it  would,  use  this  means  of  war  finance;  on  the  contrary,  it 
is  under  the  necessity  of  itself  lending  heavily  to  its  allies. 

In  the  third  place,  some  writers  lay  considerable  stress  on  the 
thought  that  previous  accumulations  of  private  capital  may  fur- 
nish an  important  means  of  war  finance.  Professor  Seligman,  for 
example,  in  his  recent  brochure.  How  to  Finance  the  Waty  suggests 
that  there  may  be  a  large  loan  fimd  in  existence,  the  accimiulated 
profits  of  recent  years  which  have  not  yet  been  invested,  the  use 
of  which  in  payment  of  subscriptions  to  the  loan  involves  simply 
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a  change  of  investment  from  private  enterprise  to  govemmentil 
service.  '' 

This  suggestion  rests  in  considerable  part  on  a  confusion  between 
individual  economy  and  the  economy  of  society  as  a  whole.  There 
is  not  at  any  one  time  a  very  large  uninvested  surplus  of  previous 
income.  The  individual  may  have  a  large  amoimt,  say,  of  last 
year's  income  deposited  in  a  bank  or  invested  in  a  temporary  loan. 
He  expects  to  withdraw  the  deposit  or  to  collect  the  loan  later  and 
to  make  a  more  permanent  investment.  For  him  it  is  an  available 
surplus.  Meantime;  however,  the  money  is  being  used.  It  is  rep- 
resented by  fixed  or  circulating  capital  in  the  hands  of  borrowers 
from  the  bank  or  from  the  individual  capitalist.  If  the  owner 
of  the  surplus  income  withdraws  it  from  the  bank  or  from  the  loan' 
to  buy  government  bonds  or  otherwise  finance  the  war,  the  bor-  | 
rowers  must,  primarily  from  the  surplus  of  their  current  income, 
repay  what  they  have  borrowed.  Current  income  must,  for  the 
most  part,  foot  the  bill. 

Again,  Professor  Henry  C.  Adams  suggests  that,  while  we 
cannot  convert  fixed  capital  into  war  supplies,  it  is  possible  to  do 
so  with  circulating  capital.  Such  a  process,  however,  has  very 
narrow  limits.  Circulating  capital,  in  the  last  analysis,  consists 
essentially  of  partly  finished  products,  of  stocks  of  finished  consiun- 
able  goods,  and  of  finished  capital  goods  of  certain  kinds  not  yet 
actually  in  productive  use.  The  total  of  such  products  and  goods 
in  the  country  at  any  one  time  probably  represents  only  a  fraction 
of  one  year's  income.  Many  of  them  are  not  adapted  to  war  uses. 
Besides,  only  a  comparatively  small  part  of  them  can  be  dispensed 
with.  They  are,  in  the  main,  a  part  of  the  necessary  means  of 
conducting  business.  At  the  utmost,  it  would  scarcely  be  possible! 
to  finance  more  than  part  of  the  first  year  of  a  war  through  the  use 
of  previously  accimiulated  circulating  capital. 

Another  way,  comparatively  imimportant,  in  which  previously 
accumulated  capital  may  be  made  a  source  of  war  revenue  is  byl 
allowing  fixed  capital  to  depreciate  during  the  war.    However,  so  1 
far  as  such  fixed  capital  is  used  in  necessary  production,  a  policy 
of  this  kind  would  soon  prove  disastrous.    It  would  before  long/ 
result  in  a  reduction  of  current  income. 
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The  conclusion  seems  to  be,  therefore,  that  the  surplus  of  cur-i 
rent  income  must  be  the  principal  source  of  funds  for  the  financingl 
of  the  present  war.    The  fundamental  question  is  whether  that 
surplus  shall  be  obtained  for  government  use  by  borrowing  it  or 
by  taxation. 

The  most  basic  fact  which  must  be  borne  in  mind  in  discussing 
this  problem  is  that,  for  the  people  considered  as  a  whole,  domestic 
borrowing  postpones  no  burden  to  the  future.  This  really  follows 
at  once  from  the  fact  that  only  goods  produced  before  or  diuing 
the  war  or  men  living  during  the  war  can  be  used  in  conducting 
the  conflict.  We  cannot  shoot  a  shell  to  be  made  in  1930.  The 
future  is  not  here  to  bear  burdens.  Of  course  borrowing  abroad 
does  make  it  possible  to  postpone  the  burden  of  the  home  coimtry. 

Borrowing  at  home,  so  far  as  a  nation  as  a  whole  is  concerned, 
is  precisely  similar  to  borrowing  by  an  individual  from  himself. 
The  reason  the  individual  may  gain  by  borrowing  is  because  he 
borrows  from  another  person.  Would  John  Smith  gain  anything 
by  writing  a  note  to  this  effect :  "Fifty  years  from  date  I  and  my 
heirs  promise  to  pay  to  myself  and  my  heirs  $1,000  with  interest 
at  6  per  cent"  ?  So  far  as  the  nation  as  a  nation  is  concerned,  a 
government  bond  issued  at  home  is  precisely  similar  to  such  a  note 
in  its  effect. 

This  idea  that  the  burden  of  war  expenditures  can  be  deferred  to 
future  generations  is  the  supreme  fallacy  of  finance.  Many  a  busi- 
ness man,  whom  we  have  every  reason  to  consider  sincere,  insists 
that  he  is  willing  to  bear  his  full  and  just  share  of  the  war  burdens, 
but  adds  that  he  can  see  no  fairness  in  making  the  present  genera- 
tion bear  the  entire  cost  of  the  war,  when  the  future  generations  are 
equally  to  profit  by  it.  The  future  generations  will,  to  be  sure,  have 
their  burden  from  this  war.  They  will  have,  in  all  probability,  a 
somewhat  depleted  heritage  of  capital.  They  will  presimiably 
have  to  pay  billions  in  pensions.  But  the  future  generations  cannot 
repay  to  the  present  generation  its  outlay  in  the  conduct  of  the  war. 

Conceive,  for  example,  that  the  present  generation  should  wholly 
pass  away  in  forty  years.  If  war  bonds  still  remamed  impaid,  the 
next  generation  would  have  to  bear  taxes  to  pay  interest  and  prin- 
cipal.   But  it  would  be  pa^gjto  itself;  it  y^ould  have  inherited 
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the  b^ids^iweU  as  the  taxes.  What  it  paid  would  not  be  a  bur- 
den on  the  people  of  that  generation  as  such.  It  would  not  be 
repaying  the  present  generation.  The  fact  that  generations  gradu- 
ally merge  into  one  another  does  not  change  in  the  slightest  the 
logic  of  the  matter. 

The  same  argimient  which  applies  to  the  future  generations 
applies  as  well  to  the  future  years  of  the  present  generation.  Pro- 
fessor Seligman,  among  others,  is  not  disposed  to  favor  long-term 
bonds,  but  urges  short-time  bonds  in  preference  to  taxes  for  a 
large  part  of  the  war  expenditure.  He  says  it  would  be  easier  for 
the  people  to  pay  for  the  war  in  ten  years  than  in  three,  assuming 
that  it  is  over  in  three  years.  As  a  matter  of  fact,  for  the  people 
considered  as  a  whole  it  would  not  be  one  whit  easier.  What  the 
people  as  a  whole  receive  as  interest  and  principal  repayment,  that 
they  must  also  pay.  They  defer  no  burden  by  the  short-time 
bonds. 

While  domestic  bond  issues  postpone  no  burdens  to  the  future 

(as  such,  they  do  make  possible  a  readjustmerU  of  the  war  outlay  as 
between  individuals  and  classes  in  the  community.  The  really  f imda- 
mental  questions  involved  in  the  issue  of  taxation  versus  borrow- 
ing as  a  means  of  war  finance  are  questions  of  social  justice  in  the 
distribution  of  burdens.  The  war  must  be  paid  for  now,  but  there 
may  be  a  reassessment  of  expenses  among  us  afterward.  For 
jljlinstance,  those  who  have  paid  more  in  the  first  place  may  be 
|{|recouped  by  those  who  have  paid  less.  We  shall  all  have  bought 
our  chips,  but  we  may  still  play  to  see  who  gets,  and  who  loses, 
them. 

If  we  could  assure  ourselves  that  the  distribution  of  taxes  after 
the  war  would  be  as  just  as  the  distribution  of  taxes  dxiring  the  war, 
there  would  be  little  choice  between  taxation  and  borrowing,  were 
Jit  not  for  the  fact  that,  by  inflating  prices,  bond  issues  cause  injus- 
tice as  between  individuals  and  classes,  a  point  which  will  be  dis- 
cussed later. 

Most  of  what  will  be  said  with  regard  to  the  relative  advan- 
tages of  bonds  and  of  taxation  has  particular  reference  to  that  part 
of  war  expenditures  which  is  paid  for,  in  the  first  instance,  out  of 
|||the  surplus  of  the  current  income  of  the  people.    To  the  extent 
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that  previously  accumulated  capital  can  be  and  is  to  be  taken  for 
financing  the  war,  it  should  be  obfained  by  borrowing  and  not  by  U 
taxation.  It  may  be  suggested,  however,  that  if  the  advantages! 
of  taxation  over  borrowing  as  a  means  of  securing  the  surplus 
of  ciurent  income  should  appear  material,  we  ought  seriously  to 
question  the  wisdom  of  trying  to  induce  men  to  contribute  out  of 
their  capital  by  offering  bonds,  many  of  which  of  course  will  be 
bought  at  the  same  time  by  others  out  of  income.  At  any  rat^, 
the  policy  of  issuing  bonds  for  this  purpose  may  well  be  confined  to 
the  early  stages  of  the  war,  during  which,  in  any  case,  it  is  difficult 
to  get  the  taxing  machinery  into  shape  to  collect  adequate  funds. 
In  one  very  minor  respect,  perhaps,  the  reassessment  of  war 
expenses  after  the  war,  made  possible  by  the  bond  plan,  may  con- 
tribute to  justice.  There  are  at  all  times  occurring  changes  in  the 
incomes  of  individuals.  Great  fortunes  disappear.  The  newly 
rich  man  of  the  future  will  of  course  be  a  beneficiary  of  the  results 
of  the  war.  It  might  be  considered  fair  perhaps  that  out  of  his 
new  riches  he  should  contribute  large  taxes  toward  the  bonds  held 
by  those  who  furnished  funds  during  the  war.    However,  these 

{changes  in  the  distribution  of  income  are  not  so  great  as  is  some- 
times supposed.  Particularly  if  the  war  is  financed  by  short- 
time  bonds,  the  great  bulk  of  the  nation's  income  will,  during  the 
period  of  bond  repayment,  be  distributed  in  substantially  the  same 
fashion  as  at  present.  The  really  important  question  regarding 
the  just  assessment  of  war  burdens  does  not  arise  out  of  changes 
in  the  distribution  of  income,  but  out  of  the  inequality  in  the  distri- 
bution of  income.  The  important  thing  is  that  there  should  be  a 
fair  apportionment  of  taxation  as  between  the  richer  and  the  poorer 
I  .classes.  It  is  much  to  be  feared  that  it  would  be  less  possible  to 
IJsecure  such  a  fair  apportionment  if  the  war  expenditures  are 
I  ireassessed  after  the  war  imder  the  bond  plan  than  if  they  are  set- 
Itled,  once  for  all,  under  the  policy  of  "pay  as  you  go." 

In  order  to  get  any  clear  idea  as  to  the  justice  and  the  feasi- 
bility of  different  methods  of  distributing  the  burden  of  war  expendi- 
ture, it  is  necessary  to  arrive  at  some  estimate,  in  the  first  place, 
f  the  proportion  of  the  total  national  income  which  will  be  required 
or  war  purposes,  and,  in  the  second  place,  of  the  distribution  of 
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I  the  national  income  among  families,  classified  according  to  the 
I  amount  of  their  incomes. 

It  is  not  improbable  that  the  United  States  will,  by  next  yeari 
or  at  any  rate  before  the  war  is  over,  be  spending  at  least  one-thirdl 
of  the  total  annual  income  of  its  people  for  the  conduct  of  the  war.' 
In  all  probability  in  Germany  today  half  of  the  nation's  income  is 
going  into  the  war;  half  of  the  productive  power  of  the  coxmtry  is 
being  devoted  to  the  conflict.    It  is  conunonly  stated  that  the 
United  States  must  expect  to  spend  15  or  20  billion  dollars  per 
annimi  on  the  war.    This  is  roughly  two-fifths  of  the  national 
income.    No  one  knows,  of  course,  exactly  what  that  income  is. 
The  most  thorough  investigation  of  the  subject  is  that  of  W.  I. 
King.    His  estimate  for  1910,  which  I  have  checked  with  some  care, 
was  in  round  niunbers  $30,000,000,000.    In  view  of  the  increase  \ 
of  population,  the  speeding  up  of  industry,  and  the  inflation  of 
the  currency,  it  is  probable  that  the  present  figure  would  be  aroxmd 
$40,000,000,000;  it  might  possibly  be  $45,000,000,000.    Needless  \ 
to  say,  the  real  income  has  not  increased  in  such  a  ratio,  but  we 
are  dealing  with  income  expressed  in  terms  of  money. 

The  accompanying  table  (Table  I)  attempts  a  rough  classifi- 
cation of  this  national  income.  I  have  undertaken  to  divide  it 
into  ten  equal  parts,  according  to  the  magnitude  of  individual 
family  incomes,  and  to  show  the  approximate  limits  of  the  family 
incomes  constituting  each  class.  In  this  table  I  have  followed  in 
a  general  way  the  classification  made  by  W.  I.  King,  but,  on  accoxmt 
of  the  rise  in  prices  and  wages,  I  have  raised  considerably  the 
limits  of  the  several  income  classes. 

Whatever  the  imperfections  of  this  table,  it  is  accurate  enough 

to  demonstrate  that  a  very  large  proportion  of  the  total  income  of 

^the  coxmtry  is  made  up  of  the  millions  of  small  incomes.    It  is 

probable  that  incomes  exceeding  $25,000  do  not  in  the  aggregate 

form  more  than  one-tenth  of  the  national  income. 

If  we  assume  that  as  mu£h  as  one-fourth  of  the  total  income 
of  the  coimtry  will  be  required  for  war  purposes,  two  conclusions 
follow  at  once  from  such  a  classification  of  incomes.  In  the  first 
place,  it  is  not  possible  to  finance  the  war  exclusively  through  the 
contributions  of  the  richer  classes;  and,  in  the  second  place,  it  is| 
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almost  equally  impossible  to  finance  it  by  calling  for  an  equal  rate 
of  contribution  from  each  class.  These  conclusions  hold  whether 
the  money  be  obtained  by  taxes  or  by  bonds. 

TABLE  I 

Approximate  distribution  of  national  income  into  tenths  according  to  magni- 
tude of  individual  family  incomes  [CoL  x];  approximate  percentage  of  its  income  which 
each  class  should  contribute  in  order  that  the  total  contribution  should  equal  one- 
fourth  of  national  income  [Col.  2];  and  percentage  of  total  contribution  which  each 
class  would  then  contribute  [CoL  3]. 


No. 

locomet  Fining  withiii 

Cbwi 

(Col.  X) 

Pefceotace  of  Income 

CootribuUble 

(Col.  a) 

Percentage  of  ToUl 
Contribution  FormilMd 

I 

$         0-$      600 

600-        750 

750-        900 

900-     1,050 

i/>5o-    1,250 

1,500-    2,000 

2,000-    5,000 

5,000-  25,000 

25,000  and  over 

10 

•A 

^1 

22 

30 

4S 
75 

4.0 

2 

a 

4, 

< 

1:::::::::::::::::: 

7.2 

8  8 

7 

s:. :..:.::.: :. 

12  0 

0 

x8  0 

10 

30.0 

Average  and  total 

as 

100. 0 

Even  if  substantially  all  the  income  of  persons  having  incomes 
of  $5 ,000  or  more  were  turned  over  to  the  government,  it  would 
not  be  enough  to  meet  the  war  expenditures.  On  the  other  hand, 
it  cannot  be  expected  that  families  with  incomes  of  less  than  $900, 
whose  incomes  together  make  up  roughly  three-tenths  of  thet 
national  total,  should  out  of  their  meager  means  contribute  one-| 
fourth  to  the  government.  Undoubtedly  such  families  could 
continue  to  exist,  even  with  such  a  deep  cut  into  their  incomes,^ 
but  it  woidd  be  most  xmwise  from  the  standpoint  of  national  effi- 
ciency, and  indeed  suicidal  from  the  political  standpoint,  to  adopt 
any  financial  policy  which  would  compel  them  to  do  so,  imless,  to 
be  sure,  our  straits  become  so  desperate  that,  by  conunon  consent, 
it  appears  necessary  to  spend  considerably  more  than  one-fourth 
of  the  total  national  income  for  war  purposes. 

I  have  thought  it  worth  while  to  compute  a  series  of  progres- 
sively increasing  percentages,  representing  in  some  fashion  what 
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proportion  of  its  income  each  of  the  classes  distinguished  in  the 
table  might  be  expected,  without  undue  hardship,  to  contribute 
in  the  first  instance,  by  loans  or  taxes  or  Haoth,  to  the  support  of 
the  war.  No  assimiption  is  here  made  that  these  percentages  rep- 
resent a  just  distribution  of  the  final  burden  of  the  war.  On  the 
basis  of  a  total  war  expenditure  amounting  to  one-fourth  of  the 
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Fig.  I 

national  income,  I  have  figured,  for  example,  that  the  class  with 
the  smallest  incomes  might  be  expected  to  contribute  10  per  centi 
of  their  incomes,  and  the  class  with  the  largest  incomes,  75  per  f 
cent  of  theirs.  The  average  of  the  several  percentages  is  25  per 
cent.  The  percentages  increase  but  slowly  for  the  lower-income 
classes,  but  much  more  rapidly  for  the  higher  classes.  A  colmnn 
is  also  added  showing  what  proportion  of  the  total  war  expendi- 
ture would,  on  the  basis  of  these  percentages,  be  contributed  by 
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each  class,  ranging  from  a  contribution  of  4  per  cent  by  the  lowest 
class  to  one  of  30  per  cent  by  the  highest  class. 

It  may,  of  course,  be  argued  by  the  advocates  of  highly  pro- 
gressive taxation  for  war  purposes  that  the  rates  of  taxation  might 
be  made  even  more  sharply  progressive  than  the  percentages  in  this 
table;  that  the  rates  for  the  lowest  classes  might  be  made  still  lower, 
and  those  for  the  highest  classes  still  higher.  Or  it  may  be  urged  by 
the  friends  of  the  bond-issue  plan  that  the  rich  can  be  induced  to  lend 
to  the  government  a  larger  proportion  of  their  income  than  75  i 
per  cent.  One  may  doubt,  however,  whether  it  is  feasible  to  obtain, 
either  by  taxation  or  by  borrowing,  njuch  higher  percentages  than 
here  indicated,  so  longlas  no  more  than  one-fourtlTof  the  total 
national  income  is  reqxiired  for  war  purposes.  It  shoidd  be  borne 
in  mind  that  these  percentages  are  calculated  on  the  basis  of  the 
average  income  of  the  class,  not  of  the  highest  income.  Doubtless 
the  higher  classes  shoidd  be  subdivided  with  a  graduation  of  the 
percentages  as  incomes  increase.  We  cannot  expect,  at  least  not 
for  some  time  to  come,  that  the  more  well-to-do  will  completely 
change  their  habits  of  consimiption,  or  that  they  will  entirely  forego 
making  investments  in  non-war  enterprises.  To  attempt  to  obtain 
for  government  use  more  than  half  ^f  an  income  of,  say,  $12,000 
(which  is  about  the  average  for  the  income  class  from  $5,000  to 
$25,000)  woidd  scarcely  seem  practicable,  at  least  for  some  time 
to  come. 

At  any  rate,  let  us  assimie  for  the  sake  of  clearness  in  the  fur- 
ther discussion  that  the  various  income  classes  do  contribute 
during  the  war  itself,  either  by  paying  taxes  or  by  buying  bonds, 
in  the  proportion  indicated. 

Now,  it  is  perfectly  evident  that,  if  the  war  should  be  financed 
wholly  by  domestic  bonds,  purchased  out  of  surplus  income  by  the 
various  classes  in  the  proportions  indicated,  and  if  after  the  war 

ithe  taxes  for  the  debt  service  should  be  laid  upon  the  severallj 
classes  in  precisely  the  same  proportion,  the  bond  issue  would  notl- 
result  in  any  general  shifting  of  burdens.    Each  class  would  then" 
be  paying  the  interest  and  repaying  the  principal  ofjie  bonds 
it  held.    Apart  f rom  thtL effect  ort&e^TOnds  in  mflnting  prir>i 
they  would  result  in_no  advantage  and  no  disadvantage  to  any 
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dass,  as  compared  with  the  plan  of  collecting  the  same  simis  in 
the  first  instance  by  taxation.  Were  it  clearly  understood  that 
(so  far  as  income  classes  rather  than  individuals  are  concerned) 
post-war  taxes  would  be  levied  in  practically  the  same  proportion 
as  bonds  are  held,  there  would  be  little  ground  for  desire  on  the 
part  of  the  wealthy  that  the  war  be  financed  by  bond  issues  rather 
th^Lby  taxation.  "^ 

However,  it  is  possible  by  the  bond  plan  to  readjust  the  burden 
after  the  war — ^pos^ble  to  put  more  of  it  on  the  poorer  classes. 
For  while,  for  example,  it  might  not  be  politically  feasible  to  obtain 
from  those  in  the  class  with  the  lowest  incomes  more  than,  say,  10 1 
per  cent  of  their  incomes  during  the  war,  which  would  represent! 
4  per  cent  of  the  total  war  expenditxire,  that  class  would  undoubt- 
edly be  able,  by  dividing  the  bxirden  over  a  considerable  series  of 
years,  to  pay  interest  and  principal  on  more  than  4  per  cent  of  the 
national  debt.    The  membersof_diis  class  would  after  the  war 
pay  as  taxes  more  than  they^eceived  on  the  bonds  they  held.    In 
this  way  the  rates  of  taxation  for  the  more  w^to^docould  be  kept 
down.    They  would  rPtrM^r^^  nnnrp>  tha^n  t^^^Y  P^^'^     In  Other  words,  [ 
part  of  what  they  had  advanced  to  the  government  would  be  repaid 
to  them  by  other  social  classy. 

This  brings  us,  then,  to  tne  two  fundamental  questions  in  the 
issue  of  taxation  versus  borrowing:  In  the  first  place,  is  the  ulti- 
mate assessment  of  the  burden  of  war  expense  on  a  highly  pro- 
gressive principle  socially  just  ?  In  the  second  place,  is  it  feasible 
to  collect  by  taxation  any  such  proportions  of  the  income  of  the 
several  classes  as  it  would  be  necessary  to  collect  if  no  bonds  were 
issued? 

We  certainly  could  not  collect  the  entire  cost  of  the  war  by 
taxation  unless  we  levied  taxes  at  hi^^progressiye^ates;  at  rates 
approximately   corresponding   to   the  percentages   set  forth  in 
Table  I.    Is  this  a  fair  distribution  ?    Or  would  it  be  more  fair  | 
that  part  of  the  moneys  which  the  more  well-to-do  contributed  | 
should  be  later  repaid  to  them  by  the  less  wealthy  ? 

Most  of  us,  business  men  and  economists  alike,  belifiYfij£L§2SS 
measxire  of  progression  in  the  taxes  for  war  piuposes,  whether 
levied  during  the  war  or  after  its  dose.    The  only  difference  among 
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us  is  usually  a  matter  of  degree.  If ,  as  is  pretty  generally  con- 
ceded, the  principal  measure  of  just  distribution  in  taxation  is  the 
ability  to  pay,  the  degree  of  sacrifice  involved  in  the  payment,  the 
rich  man  unquestionably  may  properly  be  called  on  to  pay  a  mate- 
rially larger  proportion  of  his  income  as  a  tax  than  the  poor  man.  To 
take  from  a  man  who  has  an  income  of  $600  a  tax  of  $60  cuts  dis- 
tinctly into  his  standard  of  living;  it  makes  him  forego  what  are 
virtual,  if  not  absolute,  necessities.  To  take  from  a  man  who  hasi 
an  income  of  $100,000  a  tax  of  $10,000  involves  little,  if  any,  reduc-l 
tion  in  his  standard  of  living;  in  all  probability  it  means  merely  at 
reduction  in  the  investments  which  he  makes  out  of  income — I 
a  slowing  up  in  the  rate  of  accumulation  of  his  wealth  and  of  increase 
in  his  income.  The  sacrifice  of  the  poorer  man  is  far  greater  than 
that  of  the  richer. 

The  principle  of  equality  of  sacrifice  justifies  a  very  consider- 
able measure  of  progression  in  tax  rates,  even  for  ordinary  peacCj 
expenditures.  For  war  expenditures  the  argmnent  in  favor  of 
progression  is  sdll  stronger,  and  a  more  rapid  rate  of  progression 
is  justifiable.  For  in  war  time  the  need  of  the  nation  is  so  great 
that  it  calls  upon  multitudes  of  its  citizens  for  the  greatest  of  all 
sacrifices,  that  of  their  very  lives.  T^e  welfare  of  the  entire  coun- 
try, both  for  the  present  and  for  the  future,  is  at  stake.  It  is  the 
duty  of  every  citizen  to  share  in  war's  burdens  to  his  utmost. 
There  is  no  definable  limit  to  his  obligation.  The  citizen  who 
contributes  even  his  entire  income  beyond  what  is  necessary  to 
subsistence  itself,  does  less  than  the  citizen  who  contributes  him- 
self to  the  nation. 

If  conscription  of  men  is  justifiable,  conscription  of  income  is  I 
a  logical  corollary.  This  slogan  has  been  attacked  in  some  quar-' 
ters  on  the  ground  that  it  assimies  that  only  the  poorer  men  will 
be  conscripted  to  fight.  It  is  urged,  and  rightly  enough,  that, 
as  a  matter  of  fact,  the  rich  are  equally  subject  to  conscription, 
and,  indeed,  are  quite  as  likely  as  the  poor  tol  cheerfully  devote 
their  lives  to  the  nation's  service.  But  has  this  criticism  any 
real  validity?  The  principle  of  conscription  implies  the  justice 
of  demanding  from  each  citizen  all  that  he  can  give,  both  of  per- 
sonal service  and  of  money  contribution,  not  the  one  as  a  substi- 
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tute  for  the  other.  It  is  the  duty  of  the  poor  man,  if  called  upon, 
to  give  what  he  can  spare  from  his  income,  and  his  life  as  well, 
and  it  is  the  duty  of  the  rich  man  to  do  the  same.  We  ask  of  each 
dtizen  to  sacrifice  his  all,  if  need  be,  for  his  fellow-men  and  his 
posterity. 

In  discussing  the  social  justice  of  a  system  of  war  financing,  we 
may  properly  consider,  moreover,  the  iiltimate  effect  upon  the  dis- 
tribution of  wealth  and  income  among  classes  of  the  conunimity. 
Many,  if  not  most,  of  us  believe  that,  quite  regardless  of  the  methods 
by  which  the  more  well-to-do  have  obtained  their  wealth  or  obtain 
their  present  incomes,  the  inequality  in  income  as  among  the  various 
classes  is  greater  than  is  socially  desirable.  A  tremendous  gap 
lies  between  the  penury  of  the  millions  and  the  affluence  of  the  few. 
We  shoidd  dislike  to  see  any  action  of  the  government  in  connection  I 
with  the  war  which  would  increase  this  disparity  of  income.  ' 

Now,  it  is  evident  that  if  the  war  is  financed  by  bonds  with  a 
view  afterward  to  providing  for  the  debt  service  by  taxes  less  highly  ■ 
progressive  than  would  be  necessary  if  the  expenses  were  met  by  I 
taxation  during  the  war  itself,  the  result  would  betdUmately  to  make 
the  rich  richer.    Part,  at  least,  of  the  saving  wUch  they  undertook 
dlinn^^e  war  in  order  to  contribute  to  the  government's  needs 
/would  ultimately  be  repaid  to  them  out  of  taxes  levied  upon  the 
n)oorer  classes.    Their  capital  woidd  thus  become  greater  than  it 
rwas  before  the  war.    After  the  taxes  for  repaying  war  bonds  had 

I  ceased,  the  annual  income  of  the  rich  bond-buyer  would  be  actually 
g^tSJ^  Aan^fore  the  war.  On  the  other  hand,  if  during  the  war 
itself  highly  progressive  taxes  were  levied  sufficient  to  meet  the 
war  expenditures,  they  would  not  serve,  in  any  appreciable  degree 
at  least,  permanently  to  lessen  tfae  inequality  of  income.  They 
would  ngt^make  the^ch  geramnently  poorer.  This  statement 
assumes  that  the  taxes  woiild  be  paid  out  of  income,  not  but  of 
capital — an  assimiption  which  requires  but  insignificant  qualifi- 
cation. The  sacrifice  of  all  classes  would  be  temporary — ^for  the 
period  of  the  war  only.  After  the  war  expenditxire  ceased  each 
class  woiild  be  in  the  same  relative  position  as  before.    Only  during 

fthe  war  would  the  income  of  the  rich  be  reduced  more  than  that 
of  the  poor. 
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In  substance,  then,  war  financing  by  bond  issues  is  likely,  even 
apart  from  its  effect  on  incomes  through  the  inflation  of  prices,  to 
result  in  an  increased  inequality  in  the  distribution  of  wealth  and 
income.  This  is  not  a  necessary  result,  for  the  taxes  for  debt  serv- 
ice might  be  so  levied  as  to  prevent  it,  as  virtually  to  make  each 
class  pay  interest  on,  and  repay  the  principal  of,  its  own  loans 
to  the  government.  There  would  be  little  likelihood,  however, 
|that  the  taxes  after  the  war  would  be  made  sufficiently  progressive 
jlto  bring  this  about.  The  great  political  power  of  the  well-to-do 
classes  woidd  almost  certainly  enable  them,  if  they  sought  to  do  so, 
to  shift  part  of  the  bxirden  on  the  poorer  classes,  and  they  would 
probably  seek  to  do  so.  The  patriotism  which  during  the  war 
itself  might  induce  the  rich  willingly  to  pay  taxes  according  to  the 
full  measure  of  their  ability  is  boxmd  to  wane  considerably  when 
the  war  is  over.  There  is  little  enthusiasm  about  paying  for  a  dead 
horse. 

i       The  tax  policy ^  then,  is  more  likely  than  the  bond  policy  to  mean 
.  the  ultimate  payment  of  war  burdens  in  the  manner  which  is  socially 
equitable. 

Thus  far  we  have  passed  over  the  matter  of  the  effect  of  bond 
issues  on  the  incomes  of  different  individuals  and  classes  by  reason 
I  of  the  inflation  of  prices-  There  has  been  so  much  discussion! 
already  regarding  the  effects  of  national  borrowing  upon  prices  that  • 
I  shall  not  enter  into  a  detailed  presentation  of  the  argmnent.  It 
seems  to  be  the  opinion  of  the  large  majority  of  economists  and 
of  others  capable  of  judging  the  question,  that,  except  so  far  as  the 
bonds  are  sold  to  individuals  who  severally  pay  for  them  out  of  the 
immediate  suiplus  of  their  incomes,  they  are  likely  to  serve  to  inflate 
prices.  That  is  to  say,  so  far  as  bonds  are  p>iirchased  with  bor-l 
rowed  money,  they  bring  about  an  increase  in  the  amount  of  credit! 
in  the  conmiunity  which  has  an  effect  similar  to  an  increase  in  the 
money  supply  itself.  The  transaction  would  not  represent  simply 
"^  the  transfer  of  purchasing  power  from  individuals  to  the  govern- 
ment. It  would  represent  an  increase  of  purchasing  power.  It 
is  also  generally  agreed  that  it  would  be  almost  impossible  to 
prevent  large  resort  to  borrowing  on  the  part  of  subscribers  to 
war  bonds. 
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There  is  a  grave  danger,  moreover,  that  continued  and  heavy 
resort  to  borrowing  as  a  means  of  war  finance  will  ultimately  lead 
to  the  direct  inflation  of  the  currency  by  paper  money.  The 
temptation  to  enforce  the  making  of  loans  to  the  government  by 
paying  for  the  government's  purchases  with  paper  money  becomes 
very  great  as  soon  as  the  borrowing  has  reached  such  a  stage  that 
interest  rates  are  high.  Moreover,  imder  our  present  banking  laws 
it  will  be  possible  for  the  banks  to  increase  the  currency  through 
the  issue  of  bank  notes,  if  the  demands  of  expanding  credits  make 
it  profitable  to  do  so. 

One  need  not  xmdertake  to  prove  that  expansion  of  the  circula- 
ting medium,  either  in  the  form  of  actual  currency  or  bank  credits  . 
and  the  use  of  checks,  i^ategjuices.  We  all  know  it  must  do  soK 
All  that  is  necessary  is  to  emphasize  the  social  injustice  which 
results  from  price  inflation.  Were  a^ljjnces  ad^^^pced  ..^ike, 
including  the  price  of  all  forms  of  labor  and  including  interest  on 
previous  investments,  price  inflation  would  not  change  the  rela- 
tive incomes  of  different  individuals  and  classes,  and  would  do 
little  harm.  Such,  however,  is  f^from  being ^e^.£ase.  Wages 
always  lag  far  behind  commodity  prices.  Salaries  generally  lag 
behind  wages.  Many  incomes  fixed  by  long  contracts  do  not 
increase  at  all;  the  holder  of  a  railroad  bond,  for  example,  gets  no 
addition  to  his  income  when  prices  advance.  Those  whose  incomes 
increase  not  at  all  or  increase  less  suffer  for  the  benefit  of  those 
whose  products  advance  more  rapidly  in  price.  The  wage-earner, 
for  example,  finds,  not  merely  an  absolute,  but  a  relative,  increase| 
in  the  cost  of  his  living.  The  prices  of  what  he  bujrs  rjs^  morg  th^ 
his  wages.  Grave  injustice  as  between  individuals  and  classes  is 
tEus  worked  by  the  inflation  of  prices,  and  any  policy  which  is 
certain  or  even  likely  to  inflate  prices  should  be  avoided  unless 
there  are  still  graver  evils  attendant  on  every  alternative  policy. 

The  enormous  advance  in  prices  which  has  already  taken  place 
since  the  war  in  Europe  began  renders  it  particularly  important 
that  we  should,  if  possible,  avoid  further  inflation.  While  many 
individuals  and  some  large  classes  of  the  population  have  profited 
through  the  high  prices  of  recent  years  and  the  general  stimulation 
of  business,  it  is  more  than  probable  that  the  wage-earning  classes 
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in  general  are  worse  off  today  than  they  were  before  the  war,  and 
it  is  certain  that  great  numbers  of  other  persons  are  worse  off  than 
before.  Indeed,  one  of  the  serious  objections  to  levying  any  con- 
siderable war  taxes  upon  the  wage-earning  and  salaried  classes  lies 
precisely  in  the  diminution  of  r^  income  which  so  many  of  them  1 
have  already  suffered.  ' 

The  question  still  remains,  however,  whether  it  is  feasible  from 
the  fiscal  and  political  standpoints  to  collect  by  taxation  during  the 
war  period  a  sufiident  amount  to  cover  the  war  expenditures, 
whether  there  are  practical  difficulties  in  the  tax  plan  which  offset 
its  advantages  in  principle.  To  pay  as  we  go  would,  as  already 
shown,  demand  both  extremely  high  taxes  on  the  rich  and  taxes  of 
considerable  severity  upon  the  poorer  classes.  Can  we  devise 
means  of  assessing  and  collecting  taxes  which  will  bring  the  revenue 
needed,  which  will  not  destroy  business,  and  which  will  preserve  a 
fair  measxire  of  justice  as  between  individuals  ? 

We  are,  of  course,  confronted  with  difficulties  of  psychology  and 
of  mistaken  economic  ideas.  The  fallacy  so  widely  prevalent  that 
the  future  can  and  shoidd  share  in  the  burden  of  war  expenditure 
might,  if  the  pay-as-we-go  policy  were  adopted,  cause  bitterness 
and  lead  to  deliberate  attempts  at  evasion,  even  on  the  part  of 
those  who  are  perfectly  willing  to  bear  their  fair  share  of  the  burden. 
When  even  a  man  of  intelligence  harbors  the  idea  that  by  buying  a 
bond  he  is  making  an  investment  instead  of  a  contribution,  without 
ever  asking  himself  whether  his  future  taxes  for  debt  service  will 
exceed  what  he  receives  in  the  form  of  interest  and  principal,  it . 
may  seem  preferable  to  take  advantage  of  this  notion  as  a  means  of  | 
securing  money  for  the  government  more  easily.  It  would  appear, ' 
however,  that  the  majority  of  the  people  already  dimly  recognize 
the  fallacy;  a  great  many  of  them  recognize  it  dearly.  The  poorer 
dasses,  from  whom,  after  all,  we  must  expect  considerable  contri- 
butions to  the  war  expense,  very  generally  are  coming  to  feel  thatj 
the  bond  plan  is  likely  to  be  a  means  of  increasing  their  rdativel 
share  of  the  bxirden.  Moreover,  we  must  consider  the  effect  or 
the  two  methods  of  finance,  not  only  upon  the  attitude  of  the  pe<^le 
toward  giving  finandal  support  to  the  war,  but  also  upon  their 
attitude  toward  enlistment  and  other  personal  service.    A  majority 
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of  the  men  who  fight  will  probably  soon  come  to  miderstand  the  I 
financial  problem  and  to  feel  that  those  who  stay  at  home  are  sup- 
porting them  more  loyally  by  paying  taxes  than  by  buying  bonds. ' 

If  once  this  fallacious  idea  as  to  the  postponement  of  burdens 
can  be  dispelled,  it  is  probable  that  there  woidd  be  comparatively 
little  difficulty  in  securing  general  support  for  heavy  taxation,  even 
from  those  charged  with  the  highest  rates,  and  that  the  great  major- 
ity of  the  people  would  pay  such  taxes  without  attempt  at  evasion. 
One  can  hardly  overestimate  the  effect  of  patriotic  sentiment 
during  war  time  as  an  aid  to  the  fiscal  policy  of  the  government. 
Much  heavier  taxes  can  be  successfully  collected  during  war  than 
during  peace.  It  is  by  no  means  improbable,  for  example,  that  after 
a  year  or  two  of  war  a  given  rate  of  income  tax  would  produce  twice 
the  revenue  it  produced  before  the  war.  Of  course  there  would  be 
evasions,  and  evasions  represent,  not  merely  loss  of  revenue,  but 
injustice  as  between  individuals.  Nevertheless,  the  evasions  even 
of  heavy  war-time  taxes  are  likely  to  be  less  than  the  aggregate  of 
evasions  during  a  longer  period  of  post-war  taxes  designed  to  pro- 
vide for  debt  service,  when  patriotic  spirit  no  longer  is  so  efficacious 
in  checking  evasion. 

One  of  the  chief  arguments  ordinarily  advanced  against  ex- 
tremely heavy  taxation  is  that  it  would  destroy  biisiness,  that  it  I 
would,  to  use  an  old  adage  widely  quoted  in  this  connection,  kill  I 
the  goose  that  lays  the  golden  egg.    For  the  most  part  this  criticism  " 
rests  on  fallacious  reasoning.    It  is  true  that  taxes  imintelligently 
devised  may  have  such  an  effect  in  considerable  measure.    The  only 
fund  out  of  which  taxes  ought  to  be  paid  is  the  fund  of  net  income. 
So  far  as  they  are  drawn  from  net  income,  they  have  comparatively 
little  tendency  to  destroy  business.    They  cut  into  the  profits  of) 
business,  but  they  do  not  eliminate  tfee  source  of  profits.    It  may  f 
readily  be  that  by  adopting  indirect  methods  of  attempting  to 
reach  net  income  the  government  may  cut  off  the  net  income  of 
certain  enterprises  altogether  or  may  in  some  cases  take  more  than 
the  net  income.    It  follows  merely  that  the  greatest  care  should  be 
exercised  in  choosing  the  method  of  taxation. 

The  notion  that  even  taxes  paid  out  of  net  income  tend  to 
destroy  business  is  substantially  imsound,  although  it  possesses 
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some  small  elements  of  truth.  The  miderlying  fallacy  is  closely 
kin  to  the  fallacy  of  ''business  as  usual."  Those  who  argue  that 
heavy  taxes,  even  if  paid  out  of  net  income,  will  destroy  business 
have  usually  in  mind  the  fact  that  they  wouldu,check  consiunp-| 
tion,  especially  of  mmecessary  commodities,  and  would  th^  reduce' 
the  demand  for  certain  goods,  reduce  the  profits  of  those  producing 
them,  and  lessen  their  abihty  to  contribute  to  the  support  of  the 
war.  Such  persons  overlook  the  fact  that  the  productive  power 
which  is  deprived  of  a  market  in  certain  directions  will,  for  the 
most  part,  be  greedily  absorbed  in  the  production  oi  things  j^ecessary 
for  the  war;  that  the  total  income  of  the  commimity  is  oot^gQes- 
sarily  redu^  by  reducing  consumption  in  certain  directions.  It 
is  true  that  some  capital,  which  is  engaged  in  the  production  of 
luzjjries  and  which  is  incapable  of  adaptation  to  the  production  of 
required  commodities,  miiftt  gn  ^uf  ^f  <^^T|nugginn,  thus  tending 
to  lessen  the  national  income,  but  this  loss  is  probably  more  thanVj 
coimterbalanced  by  the  continuous  and  efficient  employment  o^ 
other  capital  and  of  practically  all  labor — by  the  general  speeding 
up  of  industry.  ^ 

Those  who  object  to  heavy  taxation  on  this  groxmd,  moreover, 
fail  to  realize  that  very  much  the  same  effect  must  necessarily 
follow  from  large  borrowing  on  the  part  of  the  government  Monfey 
used  to  buy  government  bonds  can,  no  more  than  money  used  tb 
pay  taxes,  be  devoted  to  the  ordinary  channels  of  consumption! 
It  is  a  fair  question,  indeed,  whether  the  financing  of  the  war  pri- 
marily by  bond  issues  would  not  disturb  business  even  more  than 
would  financing  primarily  by  taxation.  Large  government  bor- 
rowing necessarily  diverts  much  capital  from  its  ordinary  employ- 
ment. For  one  thing,  it  is  bound  to  result  in  extensive  calling  of 
private  loans  for  the  purpose  of  investment  in  government  bonds. 
This  may  go  so  far  as  seriously  to  hamper  many  enterprises,  even 
enterprises  engaged  in  very  necessary  lines  of  production;  it  may 
even  bring  about  a  financial  crisis. 

It  must  be  conceded,  however,  that  exceedingly  high  taxes  may 
in  some  cases  cause  hardship  and  disturb  business,  and  that  imder 
certain  conditions  loans  might  cause  less  hardship  and  disturbance. 
Not  all  income  of  men  of  a  given  income  class  is  equally  available 
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for  immediate  contribution  to  the  government.  The  net  income 
of  the  one  may  be  pledged  to  the  payment  of  indebtedness,  of  rent, 
of  subscriptions  to  securities  made  before  the  tax  was  levied.  The 
income  of  another  may  be  really  needed  for  new  investment  in  an 
enterprise  necessary  for  the  proper  production  of  the  coimtry,  per- 
haps for  war  production  itself.  The  income  of  still  a  third  may  be 
almost  in  its  entirety  readily  available  for  contribution  to  the  gov- 
ernment; indeed,  he  may  have  accumulations  of  past  income,  which, 
from  his  own  personal  standpoint  at  any  rate,  are  readily  convert- 
ible. To  tax  all  three  heavily  is  in  some  measure  to  disturb  busi- 
ness and  to  inflict  unequal  bxirdens.  If,  on  the  other  hand,  the  man 
with  free  income  or  with  accimiulations  of  the  past  can  buy  bonds, 
the  interest  and  principal  of  which  will  in  part  be  repaid  to  him 
subsequently  by  the  others,  an  advantageous  adjustment  will  have 
been  made.  Putting  the  matter  in  another  way,  the  bond  plan 
leaves  a  considerable  measure  of  leeway;  it  leaves  to  the  individxial 
a  desirable  amoxmt  of  choice,  of  discretion,  as  to  the  time  and 
manner  of  his  contribution  to  the  Treasury. 

Were  it  not  for  the  serious  danger  that  bond  issues  would  be 
made  to  residt,  not  merely  in  such  reasonable  adjustments  of  bur- 
dens in  point  of  time,  but  in  a  wholesale  transfer  of  them  from  the 
more  well-to-do  to  the  poorer  classes,  the  argmnent  above  mentioned 
would  go  far  to  justify  a  considerable  resort  to  the  policy  of  bor- 
rowing.   As  it  is,  the  balance  of  advantage  still  seems  to  remain 
with  the  tax  policy.    It  woidd  seem  possible  for  arrangements  to 
be  made  by  most  men  who  are  subjected  to  heavy  taxation,  by 
which  they  may  tide  themselves  over  any  temporary  difficulty  due . 
to  the  tying  up  of  income.    And,  in  particular,  the  objection  that 
heavy  taxation  woidd  render  difficult  the  investment  of  the  new 
capital  needed  for  war  enterprises  themselves  may  surely  be  met 
by  advances  of  capital  by  the  government,  or  by  permitting  certain^  \ 
corporations,  under  due  regulation,  to  retain  free  from  tax,  at  least!  i 
for  the  time  being,  the  siuplus  profits  which  they  need  for  further  |j 
investment. 

It  is  no  part  of  the  purpose  of  this  paper  to  suggest  in  detail  a 
system  of  war  taxation.  To  discuss  the  many  problems  involved 
woiild  take  a  great  amount  of  time.  A  few  fundamental  ideas 
may,  however,  be  presented. 
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In  the  first  place,  it  is  evident  that,  if  the  principle  of  progres- 
sion, which  is  so  essential  both  to  justice  and  to  the  obtaining  of 
the  necessary  revenue,  is  to  be  largely  applied,  very  great  reliance 
must  be  placed  upon  the  taxation  of  individual  incomes.  While 
the  exr^s-prnfifj;  tAY,  in  the  sense  of  a  tax  which  seeks  to  take  for 
the  government  part  of  the  increased  profits  due  to  the  war  itself, 
is  just  and  may  properly  be  a  large  source  of  revenue,  the  heavy 
taxation  of  corporations  merely  as  such  is  incompatible  with  the 
principle  of  progression.  Taxes  upon  corporations  fall  equally 
upon  persons  of  very  widely  varying  individual  incomes.  One 
stockholder  may  be  a  midti-millionaire,  another  a  widow  in  mod- 
erate circumstances,  and  another  even  a  wage-earner  or  a  farmer 
of  very  small  total  income.  Since  practically  everyone  fully  sup- 
ports the  idea  of  taxing  at  least  the  medimn-sized  and  large  incomes 
directly  and  progressively,  all  that  is  necessary  to  do  with  the 
income  tax,  in  case  the  policy  of  financing  the  war  largely  by  taxa- 
tion is  adopted,  is  to  make  up  oxir  minds  to  decidedly  higher  rates 
all  along  the  line  than  have  thus  far  been  proposed.  The  machinery 
for  ascertaining  the  incomes,  at  least  the  moderate  and  large 
incomes,  is  in  existence  or  in  process  of  organization.  A  heavy  and 
h jp^f ^ V  progressive  p^^^'^Hftl  |nrr>Tn#>  t^T  woidd  of  course  result  in  some 
evasion,  which  would  both  reduce  the  revenue  and  work  individual 
injustice,  but  the  evasion  woidd  be,  as  already  suggested,  far  less 
than  in  times  of  peace.  Not  only  woidd  the  patriotic  sentiment 
help  greatly,  but  the  public  would  be  prepared  to  support  severe 
penalties  for  evasion,  which  in  times  of  peace  are  scarcely  enforce- 
able. 

It  shoidd  of  course  be  imderstood  that,  whatever  our  views  as 
to  the  ultimate  weight  of  taxation  which  is  just  and  proper,  we 
ought  not  to  attempt  to  apply  that  full  weight  at  the  beginning  of 
the  war.  It  takes  time  to  work  out  satisfactory  laws  and  to  develop 
adequate  administrative  machinery.  Even  more  important,  it 
takes  time  for  the  patriotic  spirit  of  sacrifice  to  reach  its  maximum, 
and  time  for  the  people  to  realize  the  necessity  of  drastic  taxation, 
and  to  accustom  themselves  to  it.  We  may  properly  tax  much 
more  heavily  the  second  year  of  the  war  than  the  first,  and  still 
more  heavily  later  on.    Much  of  what  is  said  here  as  to  proper 
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methods  and  rates  of  taxation,  both  of  taxes  on  incomes  and  of 
other  taxes,  has  reference  rather  to  the  later  years  than  to  the  first 
year  of  war. 

It  is  probable  that,  if  the  policy  were  to  collect  practically  the 
entire  expense  of  the  war  by  direct  income  taxes,  the  relative  rates 
on  incomes  of  different  magnitudes  indicated  by  the  table  already 
presented  would  represent  not  far  from  a  fair  distribution.  In 
other  words,  if  it  were  deemed  necessary  to  take  a  quarter  of  the 
total  national  income  for  government  use,  the  rates  of  tax  might 
properly  begin  with  about  ten  per  cent  on  the  smallest  incomes, 
rise  slowly  to  about  20  per  cent  on  incomes  of,  say,  $2,000,  and 
then  rise  more  rapidly  until  the  average  income  of  the  highest 
income  group  distinguished  in  Table  I  would  be  taxed  about  75 
per  cent. 

Of  course  the  progression  shoidd  be  made  more  gradual  and 
'  continued  to  a  higher  maximum  by  subdividing  the  higher  incomes 
I  into  groups  with  varying  rates.  The  very  largest  incomes  of  all 
might  properly,  it  seems,  be  taxed  up  to  almost  90  per  cent  of  their 
'  amount.  It  is  no  more  severe  a  bxirden  to  take  90  per  cent  of  an 
I  income  of  $10,000,000  a  year,  which  woiild  leave  the  recipient  still , 
'  the  huge  smn  of  $1,000,000  to  spend  or  to  invest,  than  to  take  10 
*  per  cent  of  an  income  of  $500  or  $600. 

It  does  not  jeem  wise  to  adopt  a  scheme  of  taxation  which  takes 
all  of  the  excess  of  income  alx>v^  any  limit:  ^^i^tever.  There  is 
some  argimient,  perhaps,  from  the  standpoint  of  social  justice,  in 
favor  of  the  often  advocated  proposition  that  no  man  during  the 
war  should  be  allowed  to  retain  more  than,  say,  $100,000;  that  all 
that  he  receives  above  such  an  amoimt  should  go  to  the  state.  The 
difficxilty  is  that  fixing  an  absolute  limit  of  this  sort  woiild,  at 
least  in  the  case  of  many  individuals,  discourage  enterprise.  They 
would  feel  that  it  was  not  worth  while  to  exert  themselves  to  the 
utmost,  and  especially  not  worth  while  to  take  risks,  merelv  for  ] 

the  sake  of  inrr<*flgi"g  what   tht^y  rmilH   pay  fn  thft  gnvpmmpnt  | 

On  the  other  hand,  there  would  still  remain  a  very  considerable 
incentive  to  enterprise  if  the  income-producer  were  allowed  to 
retain  for  himself  a  fraction,  even  as  smaUa  fractionas^io^^  cmt, 
of  the  additional  income  he  could  produce  aboveapvenliSSil. 
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It  is  a  well-recognized  fact  that  it  is  both  unjust  and  inexpedi- 
ent from  a  fiscal  standpoint  to  increase  the  rate  of  taxation  on  the 
total  income  in  passing  from  a  given  income  class  to  the  next  higher. 
Such  a  policy  might  easily  result  in  leaving  a  person  with  a  larger 
income  a  smaller  amoimt,  after  paying  his  higher  rate  of  tax,  than 
was  left  to  a  person  of  smaller  income  after  paying  the  lower  tax. 
It  is  desirable,  of  course,  that  the  higher  rate  should  be  applied  in 
each  case  to  the  excess  of  income  above  the  limits  of  the  class. 
Table  n,  which  has  been  worked  out  on  this  principle  of  applying 
increasing  rates  to  the  successive  increments,  would  result  sub- 
stantially in  taking  from  the  average  income  of  each  of  the  ten 
income  classes  distinguished  in  Table  I  the  percentage  indicated 
in  that  table.  For  example,  if  the  rate  on  incomes  up  to  $600 
were  fixed  at  10  per  cent,  a  rate  of  15  per  cent  on  the  excess  over 
$600  would  result  in  a  total  tax,  on  an  income  of  $675,  equal  to  10. 6 
per  cent.  This  table  suggests  that  the  excess  of  any  income  over 
$100,000  be  taxed  at  90  per  cent.  In  the  case  of  an  income  of 
$500,000,  for  example,  this  would  result  in  a  total  tax  of  $425,000  in 
roimd  nimxbers,  or  85  per  cent  of  the  income.  It  is  not  meant  to 
imply,  by  this  discussion  of  the  proper  relative  rates  on  different 
incomes  in  case  the  income  tax  were  the  sole  reliance,  that,  as  a 
matter  of  fact,  it  should  be  the  sole  reliance.  To  the  extent  that 
other  taxes  are  used,  income-tax  rates  should  be  correspondingly 
adjusted. 

The  excess-profits  tax,  as  above  defined — the  war-profits  tax — 
may  properly  be  made  to  produce  a  very  considerable  revenue. 
There  is  pretty  general  agreement  as  to  the  justice  of  the  principle 
that  no  one  should  profit  by  the  nation's  calamity,  that,  except  so 
far  as  it  may  be  necessary  to  leave  some  stimulus  to  enterprise, 
the  profits  due  to  the  war  itself  may  justly  be  taken  by  the  public- 
There  are,  however,  some  difficulties  involved. 

In  the  first  place,  it  is  impossible  to  ascertain,  and  still  more 
impossible  to  collect,  any  large  fraction  of  the  excess  profits  of  the 
many  concerns  and  individuals  whose  special  war  profits  are  small 
in  absolute  amoimt.  In  my  opinion,  the  farmers  taken  as  a  whole 
have  probablv  profited  more  and  ynU  profit  more  by  the  war  than 
any  other  one  class;  perhaps  more  than  all  other  classes  put  together. 
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There  is  no  satisfactory  way,  however,  to  determine  or  to  tax  their 
excess  war  profits. 

TABLE  n 

Rates  of  tax  on  the  excess  of  incomes  above  specified  limits  which  would  result 
in  a  distribution  of  a  total  tax  equal  to  25  per  cent  of  the  national  income  approximately 
in  accordance  with  the  percentages  of  Table  I. 


Incokb  Class— Baskd  cat 
Divisioir  or  Total  National 
iMcoifx  INTO  10  Equal  Parts 


Assumed 

AVBRAOB 
iNCOIfXOrTB 

Class 


RatbonExcsss 

OrlNOOMX 

ABovx  Mmnnnf 


Total  Tax  on  Avxbaob  Income 
or  Class 


Income  or 
Class 


Anottnt 
(1) 


Income 


I0-I600 

600-750 

750-900 

900-1,050 

1,050-1,250 

1,250-1,500 

1,500-2,000 

2,ooo-5>ooo 

5,000-25,000 

25,000  and  over 

a)  25,000-100,000. . . . 

b)  100.000  and  over. . 
Simple  average  of  (a) 

and  (b) 


9       500 
675 

975 
1,150 
1,350 
1,700 
3,150 
12,000 

45,000 
400,000 


10 

15 
20 

25 
30 
35 
40 
45 
50 

70 
90 


$       60.00 

71.25 

97.50 

151.25 

180.00 

245.00 

377.50 

1,015.00 

5,347.50 

25,847.50 
424,347.50 


xo.o 
Z0.6 
II. 8 
13.5 
15.7 
18. 1 
22.2 
32.2 
44.6 

84.9 
71.2 


Hie  method  of  arrivinc  at  this  total  may  be  iUuatrated  thus,  for  an  income  ol  $075»  tlie  atwimed 
ayerace  of  the  fourth  dam: 

On  fifit  $600, 10  per  cent  equals  I60.00 

On  next  $150,  25  per  cent  equals  sa.50 

On  nest  $150,  so  per  cent  equals  30.00 

On  excess  over  $900  ($75)  S5  per  cent  equals  18.75 

Total    $131.  as 


In  the  second  place,  it  should  be  borne  in  mind  that,  if  by  excess 
war  profits  we  mean  the  additional  profits  following  our  own 
entrance  into  the  war,  these  will  not  necessarily  be  very  large. 
The  great  demand  resulting  from  the  war  in  Europe  had  already 
caused  large  increases  in  the  profits  of  many  enterprises.  The 
profits  of  some  of  these  enterprises  will  doubtless  be  still  further 
increased  by  our  entrance  upon  the  war,  and  those  of  some  other 
enterprises  may  also  be  swelled,  but  the  addition  may  not  in  the 
aggregate  equal  the  increase  that  had  previously  taken  place.  On 
the  other  hand,  there  is  some  measure  of  injustice  involved  in 
levying  heavy  taxes  on  the  excess  of  present  profits  over  those 
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preceding  1914  or  1915.  Many  thousands  of  investors  have  bought 
stocks  of  corporations  at  high  prices  based  on  the  large  earnings  I 
of  recent  years.  Some  of  these  are  persons  of  very  moderate  means. ' 
Their  incomes  and  the  market  prices  of  their  securities  would  be 
greatly  reduced  if  a  large  fraction  of  the  excess  of  the  profits  of 
these  corporations,  over  what  they  were  making  before  the  Euro- 
pean war,  should  be  taken  by  taxation.  Of  course,  so  far  as  the 
stockholders  of  these  corporations  remain  the  same  as  they  were 
before  the  war,  there  is  little,  if  any,  injustice. 

It  seems  on  the  whole  justifiable  and  politically  expedient  to 

(levy  two  kmds  of  taxes  upon  the  excess  profits — one,  a  tax  on  the 
excess  by  comparison  with  the  three  or  five  years  preceding  1915; 
the  other,  a  tax  at  a  higher  rate  on  the  excess  since  our  own  entry  \ 
into  the  war. 

Very  little  is  to  be  said  in  favor  of  an  excess-profits  tax  which 
takes  the  form  of  a  tax  on  the  excess  profits  above  a  certain  per- 
centage on  the  investment.  Such  excess  of  profits  may  bear  no 
relation  to  war  profits  as  such,  and  it  may  bear  very  unequally 
among  different  individuals  who  have  purchased  stocks  in  the 
corporation  at  different  times  and  at  widely  varying  prices.  More- 
over, the  tax  would  be  much  more  difiicult  to  assess  properly 
because  of  the  imcertainty  as  to  the  true  investment  to  be  used  as 
a  basis  of  computation. 

Income  taxes  and  ^i^rng  profit"  taxes  should  be  the  principal  ^ 
forms  of  t^^tion  designed  to  reach  the  families  of  middle-sized  and 
large  incomes.  These  should  perhaps  be  supplemented  by  jaxes 
on  luxuries,  designed  to  suppress  their  use  and  to  compel  saving, 
but  there  would  be  much  less  need  of  these  if  the  other  taxes  were 
high.  The  inheritance  tax  should  be  continued,  but  not  greatly 
increased. 

Greater  difficulty  confronts  us  when  we  reach  the  problem  of 
securing  adequate  taxes  from  those  of  comparatively  small  income. 
It  is  generally  considered  impracticable  to  collect  direct  income 
taxes  from  wage-earners  and  from  farmers.  It  is  argued  that  it  is 
both  difficult  to  ascertain  their  incomes  correctly  and  expensive 
to  assess  and  collect  the  tax.  On  the  other  hand,  indirect  taxes 
present  many  objectionable  features. 
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It  seems  to  me  not  only  practicable  but  desirable  that,  after 
the  war  has  continued  a  year  or  so,  we  should  imdertake  to  apply 
income  or  quasi-income  taxes  to  families  with  much  lower  incomes 
than  those  made  taxable  by  the  recent  tax  law.  The  chief 
argument  for  doing  so  lies  in  the  enormous  amoimt  of  injustice 
which  is  boimd  to  result  from  indirect  taxes  sufficiently  heavy  to 
obtain  the  revenue  that  the  receivers  of  such  lower  incomes  ought 
to  contribute  if  the  war  is  to  be  financed  chiefly  by  taxation. 

Moderate  indirect  taxes  we  can  put  up  with  despite  the  ine- 
qualities which  result,  but  extremely  heavy  indirect  taxes  are  most 
objectionable.  In  the  first  place,  while  it  is  the  proper  object  in 
levying  an  indirect  tax  that  the  predse  amoimt  shall  be  shifted  to 
the  consumer,  it  actually  happens  sometimes  that  only  a  part  of  it 
can  be  so  shifted,  the  remainder  falling  on  the  original  taxpayer  or 
on  some  middleman,  and  sometimes,  on  the  other  hand,  that  the 
consimier  is  forced  to  pay  to  the  producer  or  the  middleman  more 
than  the  amount  of  the  tax.  No  one  can  know  just  what  the  inci- 
dence of  heavy  taxes  on  commodities,  for  example,  will  prove  to  be. 
Moreover,  when  after  the  war  the  government  seeks  to  reduce  or 
to  abolish  the  indirect  taxes,  all  sorts  of  difficulties  and  inequalities 
are  likely  to  appear.  In  the  second  place,  no  one  can  correctly 
foresee  to  what  extent  heavy  indirect  taxes  will  suppress  consmnp- 
tion  and  defeat  their  own  end  by  failing  to  produce  the  anticipated 
revenue.  And  finally,  even  if  all  the  tax  and  no  more  is  shifted 
to  the  consimaer,  the  resulting  burden  on  different  individuals  and 
families  is  likely  to  bear  very  little  relation  to  their  incomes  or  to 
their  taxpaying  ability. 

It  would  probably  be  wise  in  the  later  years  of  the  war  to  tax  all 
family  incomes  exceeding  $1,000  by  income  taxes  in  the  ordinary 
sense  of  the  word;  that  is,  by  ascertaining  as  nearly  as  possible  the 
actual  family  income  and  assessing  a  certain  percentage  upon  it. 
This  would  involve  little  more  difficulty,  aside  from  some  increase  in 
the  ratio  of  administration  expense  to  revenue,  than  the  application 
of  income  taxes  to' incomes  of  $2,000.  It  seems  well  worth  while, 
moreover,  to  consider  seriously  the  feasibility  of  something  akin  to 
the  income  tax — ^what  may  be  called  a  class  tax  or  a  quasi-income 
tax — as  a  means  of  obtaining  revenue  from  wage-earners  and 
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fanners  with  still  smaller  incomes.  Would  it  not  be  practicable 
with  a  fair  measure  of  accuracy  to  assign  each  individual  wage- 
earner,  or  perhaps  better  each  wage-earning  family,  to  a  given 
income  class  and  to  collect  a  fixed  amoimt  of  tax  from  all  in  that 
class  ?  It  would  seem  possible,  for  example,  to  ascertain  fairly  well 
whether  a  workingman's  income  for  the  preceding  year  fell  between 
$500  and  $700,  and  to  tax  all  incomes  within  these  limits  a  flat  sima, 
such  as  $25,  making  perhaps  some  deductions  for  dependents. 

As  Professor  Seligman  has  stated  in  his  recent  brochure,  the 
incomes  of  farmers  are  peculiarly  difficult  to  ascertain,  and  it  is 
even  more  difficult  to  tax  farmers  adequately  by  indirect  methods 
because  they  buy  much  less  in  proportion  to  their  true  incomes  than 
do  most  other  classes  of  equal  wealth.  One  should  not,  however, 
exaggerate  the  bearing  of  this  difficulty  on  our  general  tax  problem 
by  overestimating  the  magnitude  of  farm  income.  According  to 
ELing's  calculations,  agricultural  incomes  represent  only  22  per  cent 
of  the  national  total;  the  figure  at  the  outside  can  hardly  exceed 
25  per  cent. 

It  would  seem  possible  to  apply  a  rough  form  of  income  taxa- 
tion even  to  farmers.  They  might,  like  wage-earners,  be  assigned 
to  income  classes.  In  doing  so,  we  might  place  reliance  partly 
upon  their  own  statements  as  to  production  and  expenditure  and 
partly  upon  a  valuation  of  their  land  and  perhaps  of  their  other 
farming  capital.  For  example,  one  could  by  careful  statistical 
inquiry  ascertain  with  a  fair  degree  of  accuracy  the  average  or 
modal  income  of  a  farmer  in  a  given  state  whose  farm  was  assessed 
at  $10,000,  and  such  information  could  be  used  as  a  check  upon  the 
actual  reports  of  income. 

However,  it  would  probably  be  desirable,  if  such  a  system  of 
quasi-income  taxes  were  adopted,  to  make  them  relatively  light, 
and  to  supplement  them  by  indirect  taxes.  While  it  is  doubtful 
whether  even  grave  imperfections  in  the  assessment  of  such  direct 
taxes  would  result  in  as  great  injustice  among  individuals  as  would 
.  follow  equally  heavy  indirect  taxes,  nevertheless  a  moderate  resort 
to  indirect  taxes  has  certain  advantages.  The  fact  that  the  con- 
simier  who  pays  the  tax — to  the  extent  that  he  actually  does  pay 
it — ^is  often  not  aware,  or  only  dimly  aware,  that  he  is  being  taxed 
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at  all,  has  a  certain  value  to  the  fiscal  administrator.  The  policy 
of  levying  taxes  in  such  a  way  as  to  "procure  the  most  feathers 
with  the  least  squawking"  is  bad  ethically^  but  perhaps  we  must 
admit  it  to  be  in  some  measure  expedient  fiscally. 

Of  course  we  could,  if  necessary,  put  up  with  indirect  taxation 
as  the  principal  means  of  reaching  all  incomes  below  those  now 
fixed  as  the  minimum  for  income  taxation  under  the  pending  bills. 
It  is  not  entirely  clear,  however,  that  one  should  favor  the  plan  of 
financing  the  war  primarily  by  taxation,  if  this  meant  that  we  should 
have  to  rely  wholly  on  indirect  taxes  as  a  means  of  obtaining  that 
large  part  of  the  national  revenue  which  people  who  receive  incomes 
of  less  than  $2,000  ought  to  contribute.  If  we  are  correct  in  our 
calculations  as  to  the  distribution  of  income,  such  incomes  repre- 
sent over  two-thirds  of  the  national  total;  and  if  our  assimiption 
as  to  the  proportion  of  income  which  each  class  might  properly  be 
expected  to  pay  for  war  expenditure  is  reasonable,  it  appears  that 
they  ought  to  pay  approximately  two-fifths  of  the  total  taxes.  If 
taxes  of  $10,000,000,000  had  to  be  levied  in  a  year,  this  would 
mean  $4,000,000,000.  The  attempt  to  collect  $4,000,000,000  from 
these  classes  by  indirect  taxation,  which  would  mean  a  still  larger 
total  of  indirect  taxes  for  the  population  as  a  whole,  would  involve 
inequalities  and  injustice  almost,  if  not  quite,  as  great  as  those  that 
could  possibly  result  from  relying  largely  on  bond  issues  as  a  means 
of  finance.  If  we  could  confine  the  indirect  taxes  to  moderate 
limits  the  balance  of  advantage  would  appear  to  rest  with  the  tax 
plan  of  financing. 

It  would  be  by  no  means  out  of  the  question  to  collect  one  or 
even  two  billions  by  indirect  taxes.  The  proper  method  would  be 
to  tax  heavily  a  comparatively  few  necessary  articles  of  consump- 
tion. It  would  be  especially  the  duty  of  the  framers  of  the  tax 
laws  to  select  articles  for  taxation  which  are  largely  consumed  by 
the  farming  class.  High  taxes  on  such  products  as  flour,  sugar, 
salt,  kerosene  oil,  gasoline,  coffee,  and  tea  would  be  fairly  effective 
for  this  purpose  and  might  be  made  to  yield  a  very  large  total.  We 
should  not  balk  at  rates  much  higher  than  those  heretofore  pro- 
posed. High  rates  on  a  few  well-chosen  articles  would  be  easier 
to  collect,  and  would  work  less  injustice  among  individuals  and 
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classes,  than  lower  rates  on  a  long  list  of  articles  and  transactions 
applied  with  little  knowledge  as  to  their  actual  incidence. 

I  shall  not  attempt  to  draw  a  perfectly  definite  conclusion  from 
this  discussion.  We  have  before  us  a  problem  of  relativity,  of 
balancing  advantages  and  disadvantages.  On  the  whole  the  bal- 
ance seems  to  favor  an  idtimate  resort  to  taxation  for  a  very  large 
part  of  the  war  revenues,  the  share  properly  increasing  as  the  war 
progresses.  That  we  should,  even  in  the  later  years  of  the  war, 
wholly  dispense  with  borrowing  is  perhaps  not  warranted.  But 
to  rely  upon  borrowing  for  half  or  more  of  the  war  expenditures 
would  seem  both  imjust  and  inexpedient. 

Finally,  it  may  be  stated  that  the  argument  for  taxation  as  a 
means  of  war  finance  can  hardly  be  applied  as  against  loans  floated 
in  the  United  States  to  obtain  money,  not  ior  expenditure  by  this 
coimtry,  but  for  advances  to  the  Allies.  In  a  sense,  of  course,  the 
Allies  are  fighting  our  battles,  and  it  might  be  good  statesmanship 
for  us  to  give  them  money  outright,  in  which  case  it  might  be  col- 
lected by  taxation;  but  to  the  extent  that  we  choose  to  make  our 
aid  to  them  in  the  form  of  loans,  it  seems  proper  that  those  who 
actually  pay  the  money  which  goes  to  these  loans  should  receive 
the  repayment  from  the  foreign  countries.  In  other  words,  what 
the  United  States  does  in  issuing  bonds  to  obtain  funds  to  fur- 
nish the  Allies  is  virtually  merely  to  indorse  the  bonds  of  the  Allies 
sold  to  citizens  of  the  United  States. 

E.  Dana  Durand 

Univessity  or  Minmesota 
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The  raising  of  vast  sums  of  revenue  by  taxation  and  bond 
issues  is  too  often  regarded  as  constituting  in  itself  an  adequate 
preparation  for  war.  "Our  answer  to  Germany  is  an  inmiediate 
bond  issue  of  $2,000,000,000  oversubscribed  by  nearly  50  per 
cent."  "The  war  should  be  paid  for  by  money  raised  by  taxes 
and  bonds  in  ^proper'  proportion."  Statements  such  as  these  are 
all  too  prone  to  divert  our  attention  from  the  ultimate  requirements 
of  the  situation,  which  are  industrial  rather  than  financial.  "  Finan- 
cial mobilization"  is  important  only  as  a  means  to  an  end — and 
the  end  is  industrial  mobilization.  It  is  my  purpose  in  this  paper 
to  discuss  the  process  or  machinery  by  which  a  nation  may  reorgan- 
ize its  material  resources  for  the  conduct  of  modem  war;  that  is, 
how  our  industries  may  be  transformed  and  made  to  serve  in  the 
most  efficient  manner  the  necessities  of  war  rather  than  the  inter- 
ests of  peace.  The  problem  before  us,  as  I  have  worked  it  through, 
involves  a  discussion  of  two  substantially  different  methods  of 
industrial  reorganization — the  one  by  means  of  what  I  may  call  the 
fimmdal  machinery  and  the  other  by  the  process  of  commandeering, 
or  industrial,  conscription.  Since  it  is  the  financial  method  that  we 
have  thus  far  been  mainly  following  in  the  United  States — since, 
indeed,  in  the  common  view  this  is  the  one  and  only  means  of 
preparing  for  war — ^it  is  important  that  we  give  this  method  our 
first  attention. 

Before  we  can  make  a  thoroughgoing  analysis  of  the  problem 
before  us  we  must  first  face  the  actual  requirements  of  the  situa- 
tion so  far  as  the  United  States  is  concerned.  In  making  this 
analjrsis  we  must  of  course  start  with  the  assimiption  that  we  are 
in  dead  earnest  in  the  war,  that  we  are  going  to  do  all  that  is  in  our 
power  to  bring  the  conflict  to  an  early  and  successful  termination — 

'  Presented  before  the  conference  of  the  Western  Economic  Society  and  the  City 
Chib  of  Chicago,  June  21, 1917.  It  is  here  revised  in  the  light  of  subsequent  develop- 
ments. 
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to  the  end  that  the  ultimate  costs  of  the  war  both  m  terms  of 
property  and  of  human  life  may  be  reduced  to  a  minimum.  What, 
then,  is  required  of  us  as  a  nation  ? 

Four  things,  in  the  main,  are  required  of  the  United  States  in  the 
next  year: 

1.  Ships — as  many  as  can  be  built. 

2.  Munitions  and  materials  of  war — ^as  much  as  can  be  suppEed. 

3.  Food — ^as  much  as  can  be  produced. 

4.  Soldiers — as  many  as  can  be  trained. 

Nimierous  subdassifications  might  be  made  here,  but  this 
simple  statement  of  needs  will  most  effectively  serve  our  present 
purpose.  It  will  be  observed  that  n[K)ney  is  not  included  in  the 
list  of  things  required.  And  in  fact  money  will  not  win,  the  war 
for  us.  It  is  merely  a  means  to  an  end.  A  thousand  new  gold 
mines  discovered  tomorrow  would  have  but  little  effect  on  the 
outcome  of  the  war.  The  rdle  that  money  does  play  in  the  process 
of  mobilization  for  war  will  be  discussed  directly.  But  for  the 
present  attention  must  be  centered  upon  goods  and  men — ^not  upon 
money. 

The  problem  that  is  before  us  in  supplying  the  xmlimited 
quantities  of  ships,  munitions  and  materials,  food  and  soldiers,  that 
are  required  may  be  made  clear  by  a  simple  diagrammatic  state- 
ment: 

Indispensable  goods: 

a)  Prime  necessities  for  ph3rsical  and  mental  efficiency 

h)  Replacement  of  capital  goods  used  in  producing 
such  necessities 

c)  New  capital  goods  used  in  producing  necessities 

Dispensable  goods: 

a)  Luxuries  and  many  conventional  necessities 

h)  Replacement  of  capital  goods  used  in  producing 
these  dispensable  commodities 

c)  New  capital  goods  for  producing  luxuries 

If  we  place  two  million  men  in  the  army  the  number  of  indiistrial 
workers  this  year  will  be  reduced  to  48,000,000.    This  loss  of 

'  I  assume  50,000,000  workers;  there  may  be  more  or  less,  but  the  exact  number 
is  quite  iomiateriaL    Call  it  x  workers  if  you  prefer. 


50,000,000  workers' 
ordinarily  pro- 
duce 
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numbers  may,  however,  substantially  be  made  good  by  impressing 
into  the  industrial  ranks  those  who  ^e  normally  not  employed. 
Let  us  therefore  assimie  that  we  shall  have  the  same  working  force 
this  year  as  last.  What  now  are  the  alternatives  before  us  as  a 
people? 

1.  Produce  none  or  few  of  the  indispensable  war  supplies  that 
the  situation  requires. 

2.  Speed  up  the  workers  and  increase  efficiency  to  a  point 
where  we  can  produce,  not  only  the  customary  amounts  of  both 
classes  of  goods,  the  dispensables  and  the  indispensables,  but  in 
addition  the  unlimited  quantities  of  ships,  mimitions,  materials, 
and  food  required  for  the  war. 

3.  Produce  less  of  the  things  normally  produced — the  dis- 
pensables— ^and  transfer  our  national  energy  into  the  production  of 
the  indispensable  sinews  of  war. 

I  take  it  that  it  will  be  at  once  conceded  that  the  first  alternative 
is  out  of  the  question;  it  stands  as  an  admission  of  failure. 

The  second  alternative  is  regarded  by  many  as  adequate,  or 
substantially  adequate,  to  the  task  before  lis.  We  are  said  to  be  a 
big,  rich,  powerful  coimtry  that  can  do  anything  once  we  have 
buckled  to  the  task  with  characteristic  American  energy  and  in- 
genuity. "We  will  get  there  somehow."  Now  while  we  can 
doubtless  speed  up  somewhat,  we  cannot  by  that  means  produce 
more  than  a  fraction  of  the  munitions,  ships,  and  food  required. 
For  it  must  be  observed  that  the  speeding  up  of  workers  in  present 
lines  of  production  will  merely  give  us  additional  quantities  of  the 
things  normally  produced,  luxuries  and  other  dispensables,  along 
with  the  things  that  are  indispensable.  In  so  far  as  we  are  at 
present  engaged  in  producing  food,  ships,  and  war  materials, 
speeding  up  will  help.  But  it  will  scarcely  begin  to  solve  the 
problem.  At  best  it  will  give  us  a  little  more  of  the  indispensables 
required  for  war. 

There  is  also  much  current  discussion  of  the  wonderful  gains 
that  may  be  made  through  increasing  efficiency.  It  is  argued  that 
we  should  make  our  patriotic  impulses  the  occasion  for  the  universal 
introduction  of  scientific  management.    It  of  course  goe^  without 
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saying  that  we  should  do  all  that  we  possibly  can  to  further  the 
improvement  of  industrial  methods;  and  doubtless  much  may  be 
accomplished.  But  it  must  be  remembered:  first,  that  increased 
efficiency  will  be  of  importance  only  in  so  far  as  it  results  in  the 
production  of  the  indispensable  commodities;  secondly,  that  a 
time  of  speeding  up  and  of  reorganization  and  dislocation  in  industry 
is  not  a  favorable  time  for  experimentation  with  industrial  methods; 
thirdly,  that  the  number  of  trained  men  avaflable  for  the  introduc- 
tion of  scientific  management  is  very  limited,  and  that,  in  any 
event,  business  managers,  under  the  spur  of  private  gain,  have  been 
endeavoring  to  improve  their  methods  as  fast  as  possible.  Impor- 
tant elimination  of  waste  may  be  accomplished  in  certain  lints  by 
the  co-operative  action  of  normally  competitive  concerns,  as  in 
railroading;  but,  in  the  large,  we  cannot  expect  too  much  from  the 
rapid  improvement  of  business  processes  in  the  short  period  of  a 
few  months.  In  any  event  it  is  certain  that  speeding  up  and 
increasing  efficiency  will  not  enable  us  to  render  our  maximum 
service. 

At  this  point  it  should  be  emphasized  that  the  position  of  the 
United  States  is  unique,  so  far  as  the  allied  nations  are  concerned. 
England,  for  instance,  at  the  outbreak  of  the  conflict  could  import 
vast  quantities  of  munitions  and  supplies  from  other  countries.' 
England,  therefore,  had  a  fourth  alternative,  one  denied  to  us 
because  the  struggle  is  now  world-wide.  All  the  materials  of 
war  that  we  furnish  must  come  from  the  current  energy  of 
our  own  people.  We  must  ourselves  produce  these  ships,  muni- 
tions, food  supplies,  and  stocks  in  the  conung  months.  There 
is  no  one  else  to  do  it  for  us.  In  this  connection  I  should 
like  to  emphasize  with  all  the  power  at  my  command  the  argu- 
ment that  we  cannot  by  bond  issues  shift  the  burdens  of  this 
war  to  future  generations.  The  mere  fact  that  all  of  us — as  rep- 
resented by  the  government — ^borrow  from  some  of  us — ^as  repre- 
sented by  bond  purchasers — does  not  change  the  other  essential 

'  Imports  have  been  paid  for  by  England  in  three  ways:  first,  by  exporting 
gold  ($1,400,000,000);  second,  by  resdling  securities  ($2,000,000,000);  third,  with 
credit  ($2,000,000,000).    These  figures  are  for  the  first  two  and  a  half  years  of  the  war. 
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fact  that  we,  the  people  within  this  country,  must  actually  pro- 
duce practically  all  the  war  materials  we  are  to  have  for  use  in 
the  war. 

It  would  seem  to  follow  from  the  foregoing  analysis  that  the 
third  is  the  only  alternative  open  to  us;  and  this  inevitably  means 
that  labor  and  capital — ^himian  energy,  if  you  please — ^must  be 
shifted  from  the  places  that  do  not  count  to  the  places  that  do  count 
in  the  task  we  are  undertaking.  It  means  that  capital  and  labor 
now  being  employed  in  building  machinery,  factories,  etc.,  that  are 
not  required  for  war  purposes  must  be  transferred  to  the  construc- 
tion of  factories  and  workshops  that  can  be  used  in  manufacturing 
mimitions  ami  materiak  of  war;  it  means  that  factories  already 
built  that  are  now  being  used  for  the  manufacture  of  dispensable 
commodities,  luxuries,  etc.,  must  be  (where  possible)  made  over  into 
factories  that  can  manufacture  indispmsables;  it  means  that 
where  these  factories  cannot  be  remodeled  for  war  purpqses  they 
must  be  closed,  and  their  laborers,  at  least,  released  for  service 
that  coimts. 

If  perchance  there  are  those  who  are  still  unconvinced  that  sub- 
stantial readjustments  of  industry  are  necessary,  who  feel  that 
some  slight  and  gradual  reorganization  will  suffice,  they  should  give 
attention  to  the  specific  program  that  the  government  has  under- 
taken. 

The  Secretary  of  the  Treasury  tells  us  that  the  United  States 
government  and  our  Allies  will  spend  from  16  to  20  billions  of 
dollars  in  our  markets  during  the  first  year  of  the  war — 20  billions 
of  dollars — 2l  sum  roughly  equivalent  to'  20  dollars  a  minute  from 
the  birth  of  Christ  to  the  present  time.  Can  we  produce  this 
coming  year  anything  like  $20,000,000,000  worth  of  ships,  mimi- 
tions, materials,  and  food  if  we  devote  our  national  energy  along 
customary  lines,  if  we  produce  dispensable  commodities  in  the 
usual  amoimts  or  even  substantially  the  usual  amoimts  ?  To  ask 
the  question  would  seem  to  answer  it.  But  let  us  nevertheless 
be  specific.  How  much  is  $20,000,000,000  ?  What  proportion  of 
our  national  energy  will  be  required  for  the  production  of  $20,000,- 
000,000  worth  of  war  materials  ? 
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There  is  a  common  fallacy  abroad  in  the  land  to  the  effect  that 
our  wealth  is  increasing  annually  with  fabidous  rapidity — ^at  the 
rate  of  approximately  $50,000,000,000;  and  that  in  consequence  the 
raising  of  a  meager  16  or  20  billions  for  the  purposes  of  war  is  a  mere 
bagatelle  for  America.  But  a  very  substantial  part  of  this  dollars- 
and-cents  increase  is  illusory;  for  it  consists  merely  in  rising  prices 
and  finds  no  representation  in  additional  tangible  commodities. 
We  can  protest  and  fight  against  rising  prices,  but  when  it  comes  to 
war  we  will  find  it  difficult  to  fight  with  them,  Something  more 
tangible,  I  fear,  will  be  required. 

The  most  reliable  estimates  of  our  total  national  income  show 
that  we  produce  annually  from  thirty-six  to  forty  billion  dollars' 
worth  of  wealth.  This  does  not  mean  that  the  capitalized  value  of 
our  national  wealth  increases  by  forty  billions  a  year,  fdr  a  large 
proportion  of  our  annual  products  is  consumed  during  the  year. 
It  means  merely  that  the  earnings  of  labor  and  capital  expressed  in 
terms  of  money  equal  this  siun.  Assmning  this  estimate  to  be 
roughly  correct,  from  40  to  50  per  cent  of  our  total  national  energy 
will  be  required  to  produce  the  supplies  demanded  by  this  year's 
program.  This  will  inevitably  mean  very  extensive  readjustments 
of  industry,  and  readjustments  in  the  radical  sense  of  giving  up  lines 
of  activity  that  are  imimportant  for  war  purposes  and  transferring 
labor  and  capital  to  the  industries  which  are  indispensable  in  time 
of  war.  And  note,  if  you  please,  that  there  is  no  reason  why  we 
should  be  content  with  a  50  per  cent  readjustment,  provided  we  can 
do  better.  Our  program  calls  for  indefinitely  great  quantities  of 
mimitions,  supplies,  and  ships.  The  faster  we  reorganize  our  in- 
dustrial life  and  the  more  extensive  the  material  aid  we  render,  the 
smaller  will  be  -the  idtimate  cost  of  the  war,  and  the  sooner  will 
the  nightmare  end.  The  government  has  fixed,  at  a  guess, 
16  to  20  billions  as  the  amoimt  of  supplies  of  all  kinds  that  we 
can  hope  to  furnish  this  year.  But  if  we  can  do  better  we  should 
by  all  means  do  so.  All  the  shifting  of  energy  that  can  possibly  be 
effected  should  be  the  goal  of  our  endeavor.* 

'  The  spring  estimates  of  the  Treasury  Department  were  for  $9,000,000,000.  It 
is  significant  that  within  four  months  the  total  estimates  of  the  minimum  require- 
ments should  have  been  doubled. 


Digitized  by 


Google 


INDUSTRIAL  CONSCRIPTION  923 

n 

In  the  discussion  thus  far  we  have  merely  raised  the  problem  of 
industrial  mobilization  for  war.  Now  as  to  the  mechanism  by 
which  this  shifting  of  social  energy  may  be  accomplished.  As 
already  indicated  we  are  to  discuss  two  diflferent  methods  of 
accomplishing  the  desired  result — the  financial  method  and  the 
method  of  industrial  conscription.  The  financial  method  looks  to 
monetary  inducements  in  the  form  of  high  wages,  high  prices,  and 
large  profits  to  effect  the  necessary  readjustments.  Close  analysis 
is  necessary  here,  for  the  precise  rdle  that  money  plays  in  industrial 
society  is  confusing  at  all  times  to  the  economic  novice,  and  it  is 
perhaps  especially  so  in  connection  with  war.  Our  government 
is  to  raise  the  first  year  of  the  war,  say,  $20,000,000,000.  It  is  to 
spend  this  vast  simi  in  inducing  people  to  furnish  the  materials 
that  are  required  for  DMlitary  operations.  These  funds  are  to  be 
passed  through  the  Treasury  Department  in  successive  instalments, 
giving  purchasing  power  while  there,  but  passing,  in  the  act  of 
purchasing,  back  again  into  the  channels  of  industry.*  Money, 
then,  is  the  means  by  which  the  government  is  enabled  to  buy  the 
things  it  needs. 

While  the  process  thus  far  is  perhaps  generally  enough  imder- 
stood,  it  is  usually  not  so  dear  that  if  the  commodities  required  by 
the  govenmient  are  to  be  f oimd  ready  on  the  market  when  they  are 
desired,  the, government  must  use  the  money  placed  in  its  hands 
in  such  a  way  as  to  induce  capital  and  labor  to  be  shifted  into  the 
production  of  the  supplies  and  materials  demanded. 

Let  us  take  some  concrete  examples.  X,  a  manufacturer 
of  automobiles,  is  offered  a  contract  by  the  government  to  produce 
motor  trucks  for  army  service.  If  the  price  offered  is  attractive, 
and  if  the  factory  can  be  easily  adapted  to  the  manufacture  of  motor 
trucks,  the  manager  will  usually  readily  accept  the  government 

« There  is  much  apparent  m3rstery  as  to  how  the  government  can  raise  $30,000,000,- 
000  when  there  are  only  about  $5,000,000,000  in  the  country.  One  way  obviously  is  by 
having,  say,  $400,000,000  pass  through  the  Treasury  Department  50  times,  or  once  a 
week  for  50  weeks.  In  fact,  however,  actual  gold  or  actual  money  is  not  used;  credit 
instruments  in  the  form  of  checks  and  drafts  will  be  the  means  of  making  payments; 
and,  moreover,  the  Treasury  uses  the  banks  as  custodians  of  its  funds.  Therefore  it 
can  hardly  be  said  that  any  money  really  passes  out  of  circulation  at  all. 
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contract.  Here  we  have  a  diversion  of  energy  without  great  diffi- 
culty and  without  having  to  pay  enormously  high  prices  to  accom- 
plish it.  But  let  us  take  a  different  case.  Y  is  engaged  in  the 
manufacture  of  candy,  or  perfumery,  or  beer,  or  carpets.  The 
govenmient  seeks  to  induce  Y  concerns  to  manufacture  war  sup- 
plies. To  do  so  would  require  extensive  rehabilitation  of  plant  if 
not  indeed  new  factories  altogether.  Will  Y  change  the  character 
of  his  business?  Purchasers  of  candy,  perfiunery,  beer,  and 
carpets  engage  in  direct  competition  with  the  government  and 
seek  to  induce  Y  to  continue  his  present  business,  by  demanding  the 
usual  output  of  such  commodities.  The  government  must  here 
greatly  outbid  private  spenders  if  it  is  to  secure  the  production  of 
war  supplies. 

In  this  connection  it  must  be  borne  in  mind  that  the  government 
is  not  a  very  effective  competitor  for  either  labor  or  capital — ^it  must 
pay  much  higher  returns  than  normal  industry  if  it  is  to  attract 
the  requisite  production.  Why?  Because  the  laborer  does  not 
usually  feel  the  call  of  patriotism  or  the  lure  of  adventure  except 
when  he  contemplates  entering  the  active  military  establishment. 
The  pecimiary  motive  alone  must  generally  be  looked  to  as  the 
means  of  inducing  him  to  enter  the  industrial  army  of  the  govern- 
ment. He  will  not  often  volimtarily  leave  his  position  and  apply  for 
one  in  munitions  factories  at  the  same  wages,  because  of  the  costs 
incident  to  transferring  to  a  new  (and  often  distant)  employment, 
and  because  of  the  ephemeral  nature  of  the  demand  for  war  ma- 
terials. Very  high  wages  are  therefore  required  if  he  is  to  be 
tempted.* 

Similarly,  the  government  must  pay  very  high  prices  for  the 
materials  supplied  if  the  capitalist  is  to  be  tempted  into  new  and 
imcertain  fields.  Can  he  get  efficient  laborers  for  this  work? 
How  high  wages  will  he  have  to  pay  ?  How  long  will  the  war  last  ? 
These  are  but  a  few  of  the  questions  the  industrial  manager  has 
to  ask  and  answer  as  best  he  may.  Generally  speaking,  he  will 
assume  the  speculative  risks  involved  if  the  financial  inducements 

<  Unskilled  carpenters,  for  instance,  are  now  paid  around  |8o  a  week,  counting 
overtime,  in  building  cantonments. 
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are  high  enough,  but  not  otherwise.'  And  not  the  least  of  his 
present  concern  is  the  prospect  of  excess-profits  taxes  and  govern- 
ment control  of  prices.  Will  the  point  at  which  the  tax  begins 
make  allowance  for  his  increased  nsks,  or  wiU  it  be  at  a  flat  rate 
making  no  discrimination  between  standardized  peace  business 
and  imcertain  war  manufacture?  If  the  latter,  he  wiU  usually 
not  be  willing  to  make  the  change.  This  is  one  of  the  points  that 
our  friends  who  urge  taxation  "to  the  bone,"  especially  on  war 
business,  quite  generally  overlook.  Excess-profits  taxes  that  do 
not  leave  open  an  inducement  to  transfer  from  peace  to  war  busi- 
ness will  be  suiddal,  so  long  as  we  rely  upon  profit  margins  as  the 
method  of  industrial  shifting.  It  is  very  significant  to  note,  in  this 
connection,  that  the  present  tax  bills  take  no  cognizance  of  this 
vital  consideration.  The  development  of  a  scientific  system  of 
taxation  in  time  of  war  must  take  as  its  point  of  departure  the 
industrial  requirements  of  the  situation;  and  ordinary  peace-time 
principles  of  finance  may  have  to  assume  a  position  of  secondary 
importance.  Thoroughgoing  reorganization  of  industry  is  even 
more  imperative  than  distributing  the  burdens  of  taxation  among 
the  various  classes  of  society  according  to  their  relative  abilities 
to  pay  at  the  moment.  For  the  ability  of  any  or  all  to  pay  ulti- 
mately may  be  dq>endent  upon  immediate  industrial  mobilization. 
Taxation  may  be  made  an  effective  instrument  for  promoting  rapid 
industrial  reorganization  or  it  may  be  made  an  agency  that  works 
at  cross-purposes  with  the  paramoimt  requirements  of  the  situa- 
tion. In  this  connection  it  should  be  observed  that  the  argument 
for  conscription  of  income  does  not  start  with  this  point  of  view. 
It  runs  rather  in  terms  of  equality  of  sacrifice.  The  real  corollary 
of  conscription  of  men  for  military  purposes  is  not  conscription  of  in- 
come but  conscription  of  men  and  of  capital  for  the  industrial  army. 
Similarly,  if  the  price  control  that  is  developed  is  indiscriminate, 
if,  owing  either  to  popular  agitation  or  to  governmental  unwisdom, 
in  lines  of  activity  into  which  we  are  endeavoring  to  attract 

'  A  few  con^icuous  cases  may  be  recalled  where  industrial  managers  have  volun- 
teered their  services  to  the  government.  But  these  are  practically  always  offers  from 
those  whose  business  is  of  a  war  type;  and  this  does  not  therefore  result  in  a  diversion 
of  energy  from  the  lines  of  activity  that  could  be  diqwnsed  with. 
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additional  labor  and  capital  prices  are  fixed  so  low  as  to  offer  no 
adequate  insurance  for  the  risks  and  uncertainties  of  war  business, 
few  will  be  found  who  will  care  to  assume  the  hazards.  There  is  a 
most  serious  problem  here.  The  very  high  prices  for  war  materials 
that  are  absolutely  sure  to  prevail  in  the  near  future  will  inevitably 
develop  a  powerful  agitation  for  rigid  price  control,  "to  prevent 
wealthy  malefactors  from  obtaining  exorbitant  profits  from  fat  war 
contracts."  Excessive  prices  should  obviously  not  be  permitted, 
but  what  is  excessivCy  under  the  drcimistances  ?  The  government 
is  in  fact  relying  upon  the  price  and  profit  system  to  attract  industry 
into  governmental  service;  but  since  the  government  does  not 
clearly  imderstand  this  system,  since  indeed  it  is  in.the  main  bliss- 
fully unaware  that  it  is  employing  any  such  device  for  diverting 
industry  from  private  to  public  service,  there  is  grave  danger  of 
the  government's  sawing  off  the  limb  it  is  sitting  on.  Here  and 
there  we  now  find  evidence  that  the  government  recognizes  that 
price  control  must  not  be  allowed  to  hamper  enterprise,  but  in 
the  main  the  thought  in  this  connection  assumes  that  it  is  only 
with  establishments  already  engaged  in  producing  war  materials 
that  we  need  be  concerned,  or  at  best  with  plants  which  would 
require  but  slight  rehabilitation  in  order  to  be  devoted  to  war 
production.  The  plea  for  patriotic  production  of  materials  is 
seldom  directed  specifically  to  establishments  now  engaged  in  the 
production  of  luxuries  and  nonessentials;  they  have  not  been 
generally  urged  to  convert  themselves  into  munitions  factories. 
Nor  has  the  price-control  discussion  to  date  specifically  had  this 
problem  of  industrial  shifting  in  mind.' 

Ill 

The  foregoing  analysis  indicates  clearly  enough  that  the  process 
of  industrial  mobilization  through  the  agency  of  the  pecuniary 
system  must  at  best  be  extremely  imcertain.  There  remains  to  be 
considered  the  working  of  other  forces  which  greatly  increase  the 
diflSiculties  inherent  in  the  situation.  In  a  preceding  paragraph 
attention  was  called  to  the  competition  between  the  government 

'  For  an  article  by  the  present  writer  elaborating  this  argument  on  price  control 
see  The  City  Club  Bulletin  (Chicago),  September  lo,  1917,  pp.  217-24. 
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as  a  spender  for  war  supplies  and  private  persons  as  spenders  for 
ordinary  consumers'  goods.  In  connection  with  this  competition  we 
meet  with  a  popular  fallacy — or  rather  a  combination  of  self-interest 
and  fallacy — ^which  is  further  inimical  to  the  rapid  mobilization  of 
our  industries.    I  refer  to  the  "business-as-usual"  movement. 

At  the  outbreak  of  the  war  our  first  reaction  was  quite  generally 
in  favor  of  substantial  economizing.  Lnmediately  following  the 
open  letter  of  President  Wilson  early  in  April  urging  a  nation-wide 
campaign  of  economy,  we  entered  upon  a  few  weeks  of  decided 
retrenchment.  How  real  this  curtailment  of  our  customary  ex- 
penditure was  may  be  guessed  from  the  protest  it  soon  evoked. 
Manufacturers  of  many  classes  of  luxuries  and  even  of  conventional 
necessities  and  retailers  of  general  merchandise  shortly  began  to 
advertise  how  ruinous  a  campaign  of  rigid  economy  would  be  for 
the  country  (as  well  as  for  themselves).  Prominent  bankers  and 
business  men  very  generally  gave  indorsement  to  business  as 
usual  rather  than  strict  economizing.  The  press  editorials  gener- 
ally urged  that  we  should  not  "rock  the  boat";  that  hysterical 
economizing  is  senseless;  that  we  must  allow  business  to  proceed 
much  as  usual  or  we  should  kill  the  goose  that  lays  the  golden  eggs 
so  necessary  to  the  successful  prosecution  of  the  war.  The  possi- 
bility of  widespread  closing  of  factories,  throwing  thousands  of 
laborers  out  of  employment  and  resulting  in  general  depression, 
caused  genuine  concern  in  the  world  of  business.  The  govern- 
ment also  back-pedaled  for  a  time.  Certain  members  of  the 
Coimdl  of  National  Defense  went  on  record  against  imdue  economy, 
and  the  Secretary  of  the  Treasury,  while  urging  the  elimination  of 
waste  and  of  reckless  extravagance,  apparently  stood  for  business 
very  much  as  in  normal  times.  The  general  position  of  the  Ameri- 
can people  during  the  early  siunmer  may,  I  believe,  be  stated 
substantially  in  this  fashion:  "Eliminate  extravagant  waste,  per- 
haps cut  down  a  little  on  food  where  there  seems  to  be  a  shortage, 
but  otherwise  spend  virtually  as  usual.  Above  all,  don't  economize 
to  a  point  which  will  cause  industrial  or  business  disturbance." 

The  situation  in  which  we  f oimd  ourselves  at  the  time  recalls  the 
experience  of  England  during  the  early  months  of  the  war.  After 
the  first  terrific  shock  of  the  conflict  had  spent  its  force,  as  soon  as  the 
nation  got  its  second  breath,  a  tremendous  campaign  for  business 
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as  usual  was  inaugurated.  The  leaders  of  opinion  in  England, 
politicians  and  the  press  as  well  as  business  men,  gave  it  virtually 
unanimous  indorsement.  '^Normal  living"  was  heralded  as  a  car- 
dinal virtue,  as  one  of  the  supreme  requirements  of  the  hour.  The 
opinions  of  the  time  were,  moreover,  translated  into  action  and 
the  year  1915  was  a  golden  age  for  the  English  lower  classes.  The 
records  show  that  the  high  wages  paid  in  both  military  and  dvil 
life  engendered  a  period  of  extravagant  expenditures.  More  talking 
machines,  expensive  footwear,  cosmetics,  and  passementerie  were 
purchased  than  ever  before,  and  the  general  scale  of  living  of  the 
lower  classes  was  substantially  raised.  Our  Coimdl  of  National 
Defense  quotes  with  apparent  approval  that  Selfridge's  sales  in 
London  in  1915  were  $375,000  in  excess  of  the  year  previous — this 
in  spite  of  the  great  reduction  in  purchases  by  American  tourists. 
This  great  increase  in  the  demand  for  luxuries  and  other  di^pen- 
sables  obviously  served  to  increase  the  profits  of  ordinary  industry 
and  to  render  it  still  more  diffictilt  to  attract  the  requisite  labor 
and  capital  for  military  purposes.  Rather  than  aiding  or  compel- 
ling the  necessary  readjustment  of  industry  the  people  of  England 
were  unconsciously  seriously  retarding  it. 

I  use  the  word  compel  advisedly,  for  the  rank  and  file  of  con- 
simiers  are  in  a  position  of  strategic  importance.  By  refu^g  to 
buy  the  things  that  do  not  count  we  can  force  industry  into  other 
channels.  The  government,  through  the  price  and  wage  system, 
seeks  to  attract;  we  have  it  in  our  hands  to  aid  the  government  by 
the  process  of  repulsion,  by  refusing  to  buy  dispensable  commodities. 
But  we  also  have  it  in  our  hands  to  work  at  cross-purposes  with  the 
government,  by  purchasing  as  usual  and  thereby  preventing  or 
seriously  retarding  the  mobilization  of  industry. 

If  England  had  not  possessed  a  fourth  alternative,  that  of 
importing  vast  quantities  of  supplies  from  abroad,  the  war  would 
long  since  have  terminated  in  a  peace  with  victory  for  the  Central 
Allies.  But  even  with  this  outside  aid  England  found  it  necessary, 
thirteen  months  after  the  war  started,  to  abandon  in  large  measure 
the  financial  method  of  industrial  mobilization.  But  more  of  this 
in  a  later  section.' 

'  Canada  is  not  even  yet  industrially  mobilized  for  war,  and  is  apparently  still 
taking  pride  in  her  alnlity  to  consume  as  usuaL 
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Our  own  business-as-usual  movement  has  likewise  been  imcon- 
scious  aiding  and  abetting  of  the  public  enemy.  Unwittingly  we 
have  been  doing  all  in  our  power  to  delay  the  process  of  industrial 
rehabilitation.  And  imless  we  should  almost  immediately  face 
about  and  practice  the  most  rigid  economy  during  the  coming 
months  the  method  of  industrial  mobilization  upon  which  we  are 
still  in  the  main  relsring  is  foredoomed  to  failure.' 

We  might  indeed  succeed  in  raising  the  $20,000,000,000  of 
revenue  that  is  desired;  but  as  already  seen  that  is  only  the  begin- 
ning of  industrial  mobilization.  Even  with  coffers  filled  to  over- 
flowing the  allied  governments  will  have  to  wait  indefinitely  for 
equipment,  munitions,  ships,  and  food  if  the  requisite  social  energy 
is  not  devoted  to  their  production.  It  is  an  old  saying  that  we 
cannot  buy  something  with  nothing;  it  is  just  as  true  that  we  can- 
not buy  nothing  with  something — ^we  cannot  buy  that  which  does 
not  exist  even  if  we  have  the  purchasing  power.  We  always  come 
back  to  the  fundamental  truth  that  we  cannot  devote  our  national 
energy  to  things  that  do  not  coimt  for  war  purposes  and  devote  the 
same  energy  to  the  production  of  the  things  that  are  necessary. 
This  is  a  war  of  attrition,  and  our  energy  must  be  utilized  in  the 
best  possible  manner  if  we  are  to  be  crowned  the  victors  in  the 
struggle. 

I  have  been  drawing  here  rather  a  somber  picture;  one  might 
perhaps  be  led  to  conclude  that  I  have  been  arguing  that  so  long 
as  we  rely  upon  the  financial  method  of  readjustment  we  shall  never 
get  readjusted.    Such  a  conclusion,  however,  is  not  warranted, 

*  I  would  not  wish  to  be  understood  as  standing  for  economizing  to  a  degree  that 
would  mean  physical  deterioration  on  the  part  of  our  people.  Neither  would  I  argue 
for  the  abolition  of  all  forms  of  recreation,  entertainment,  culture,  etc.  The  spiritual 
morale  of  a  people  is  of  the  utmost  importance;  and  the  strain  of  war  must  be  alleviated 
by  powerful  antidotes  of  pleasure  and  relaxation.  But  this  can  be  done — it  has  been 
done  on  the  Continent — without  consumption  as  usual.  To  deny  that  tremendous 
sacrifices  of  material  comforts,  and  even  customary  cultural  or  aesthetic  enjoyments, 
may  be  made  for  a  short  interval  without  impairing  physical  or  spiritual  energy  is  to 
forget  the  past  history  of  the  human  race  and  to  close  the  eyes  to  the  disciplined 
efficiency  of  Europe  today.  Moreover,  a  very  important  element  that  is  usually  over- 
looked by  those  who  argue  that  we  must  have  our  normal  recreations  in  war  time  is 
that  war  news  and  war  activities  are  for  a  considerable  period  in  themselves  forms  of 
excitement,  if  not  of  recreation,  which  compensate  for  the  absence  of  many  customary 
modes  of  diversion. 
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for  eventually  the  method  will  succeed.  Already,  despite  the 
efforts  of  business  men  and  the  press,  there  has  been  some  econo- 
mizing, and  this  autumn  and  winter  will  doubtless  see  a  genuine 
impetus  to  the  economy  movement.  Popular  subscription  to  bond 
issues  and  heavy  taxes  on  the  rank  and  file  of  the  people  play  a 
negative  as  well  as  a  positive  r61e  in  so  far  as  they  force  retrench- 
ment in  individual  consumption.  Indeed,  one  of  the  strongest 
reasons,  I  believe  the  strongest  reason,  for  having  the  public 
rather  than  the  banks  subscribe  for  bonds  is  that  in  this  way  a 
greater  amount  of  economizing  is  secured  and  hence  the  readjust- 
ment of  industry  is  hastened. 

But  these  agencies  are  not  such  potent  means  of  compelling 
economy  as  one  might  easily  assimie.  For  with  succeeding  bond 
issues  the  banks  will  doubtless  advance  even  larger  proportions  of 
the  total  than  was  the  case  with  the  first  issues — either  directly, 
or  indirectly  through  the  process  of  loaning  upon  the  previous  issues 
as  collateral.  The  efficacy  of  taxation  as  a  means  of  enforcing 
economy  obviously  depends  upon  the  extent  to  which  this  form  of 
raising  revenue  is  employed  and  upon  the  incidence  of  the  partic- 
ular forms  of  taxes  that  are  levied.  If  we  may  judge  from  present 
indications  no  great  aid  may  soon  be  expected  from  this  source. 

The  most  effective  agency  for  compelling  economy  is,  ulti- 
mately, rising  prices  of  conmiodities.  I  say  "**  ultimately  "  because 
the  complete  process  of  industrial  reorganization  appears  to  involve 
several  more  or  less  distinct  stages:  first,  retrenchment,  with  the 
immediate  shock  of  war;  second,  business  about  as  usual;  third, 
extravagant  expenditures,  because  large  purchasing  power  in  the 
hands  of  the  government  means  increased  employment  and  sub- 
stantially increased  wages  for  the  laboring  classes;  fourth,  inflated 
prices  and  enforced  retrenchment  in  the  purchase  of  luxuries,  and 
eventually  even  of  many  necessities.  England  has  passed  through 
all  of  these  stages.  In  a  somewhat  less  degree  these  various  stages 
found  concurrent  reflection  in  the  United  States;  but  we  are  never- 
theless apparently  to  have  them  repeated,  with  modifications  and 
with  less  intensity,  since  our  own  entrance  into  the  war.  We  have 
passed  through  the  first  and  the  second;  the  third  we  appear  to  be 
escaping,  and  the  foiurth,  already  under  way,  may  normally  be 
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expected  to  reach  its  height  in  a  year  or  so.  Eventually,  perhaps 
in  two  years,  we  may  therefore  look  to  see  industrial  mobilization 
accomplished  by  the  method  of  finance.  But,  conceding  this,  are 
we  willing  to  wait  that  long  ?  Dare  we  wait  that  long  ?  Will  two 
years  be  vouchsafed  to  us  in  which  to  get  ready  to  give  our  maxi- 
mum aid  ?  Only  Mars  and  Neptune  can  answer  this.  But  in  any 
event  let  it  always  be  remembered  that  the  longer  we  are  delayed 
the  greater  will  be  the  ultimate  cost  in  both  life  and  property.' 

It  will  be  of  interest  at  this  point  to  present,  as  a  practical  check 
upon  what  some  may  be  disposed  to  regard  as  academic  theorizing, 
certain  statistics  recently  prepared  by  the  general  staff  of  the  United 
States  Army.  Table  I  is  taken  from  War  Department,  Docu- 
ment No.  527.     (W.C.D.  8121-39.) 

These  "tables  of  organization"  were  made  in  1914,  and  are 
supposed  to  represent  unit  cost  per  division.  It  will  be  apparent, 
however,  that  the  larger  the  scale  of  military  operations  becomes, 
the  more  the  percentages  in  this  table  will  be  shifted  to  the  right, 
that  is  to  say,  the  larger  will  become  the  proportions  that  cannot 
be  obtained  on  short  notice.  As  the  table  stands,  however,  it  will 
be  observed  that  over  90  per  cent  of  the  ordnance  supplies,  amount- 
ing to  ahnost  50  per  cent  of  the  total  of  all  classes,  cannot  be 
obtained  on  three  months'  notice  (how  much  more  than  three 
months  might  be  required  the  general  staff  does  not  suggest).    The 

*  At  this  point  I  should  like  to  call  attention  to  a  fortuitous  circumstance  which 
was  of  tremendous  aid  in  hastening  Germany's  industrial  reorganization.  At  the 
outbreak  of  the  war  many  of  Germany's  industries  which  were  engaged  in  turning  out 
uxuries  and  other  di^}ensables  were  dependent  upon  importation  for  their  raw 
materials.  The  source  of  raw  materials  was  at  once  largely  cut  off  by  virtue  of  Eng- 
land's command  of  the  seas,  and  these  industries  were  therefore  compelled  to  rehabili- 
tate themselves  almost  immediately.  They  had  no  alternative  other  than  to  become 
munitions  factories.  But  no  such  external  factor  will  force  our  nonessential  industries 
to  transform  themselves  immediately.  We  shall  have  to  wait,  in  the  main,  upon  the 
slowly  working  mechanism  discussed  in  preceding  paragraphs.  True,  I  am  aware  that 
there  are  some  forcing  conditions  at  work  even  in  the  United  States.  Some  of  our 
smaller  industrial  establishments  find,  in  war  time,  that  their  customary  raw  materials 
are  not  to  be  had  at  all,  or  only  at  exorbitant  prices,  because  of  the  government's 
heavy  bidding  at  points  farther  back  in  the  industrial  system.  This  causes  them  very 
quickly  to  fall  into  line  and  join  the  ranks  of  those  who  are  turning  out  supplies  and 
materials  for  the  government.  But  these  cases  are  too  few  m  number  to  be  of  any 
large  service  in  connection  with  the  process  of  industrial  mobilization. 
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overwhelming  proportion  of  the  quartermaster  supplies,  second 
in  importance,  cannot  be  obtained  in  less  than  three  months;  and 
for  procuring  nearly  all  of  the  signal  supplies,  third  in  importance, 
more  than  three  months  will  be  required. 


TABLE  I 


Kind  of  Supplies 


ToUlCottof 

Each  Kind  of 

Supplies 


Csn  Be  Ob- 
tained in  Open 

Market  m 
Great  Quanti- 
ties St  Any 
Time 


Can  Be  Ob- 
tained on  Fif- 
teen Days' 
Notice 


Can 

Be  Obtained 

on  Three 

Months' 

Notice. 


Cannot 

Be  Obtained 

on  Three 

Months' 

Notice 


Omb  Ltfantrt  DivniON 


Signal  supplies.. .. 
Quartennaster  supplies 
Engineer  supplies. , 
Ordnance  supplies. 
Medical  supplies. . , 


%   293»7Si.3S 
3,283,121.27 

18,439.67 

4,435,771.20 

110,059.09 


Per  Cent 

Per  Cent 

Per  Cent 

2. II* 

0.6 

0.2 

1.6 

1.6 

96.7 

9.9 

2.5 

41.8 

O.I 

0.2 

5.8 

10. 0 

9.3 

80.7 

Signal  supplies 

Quartermaster  supplies 
Engineer  supplies.. . . 
Orduiance  supplies. . . 
Medical  supplies. . . . 


Per  Cent 
97.1 

"is'6" 
93.9 


Om  Cavauly  DivnxoM 

Percent 

Percent 

Per  Cent 

$  283,456.37 

0.1 

0.6 

1.5 

4,716,974.81 

1.2 

1.6 

97.2 

17,070.77 

13.0 

2.4 

63.7 

3,892,553.94 

2-^ 

0.2 

7.9 

135,145.92 

8.9 

8.9 

80.4 

Per  Cent 
97.8 

23.4 
91.0 


Now  in  order  to  save  time,  that  is,  to  shorten  the  interval 
required  to  produce  the  necessary  supplies,  the  general  staff  makes 
two  constructive  suggestions: 

1.  Standardize  all  articles  of  clothing  and  equipment  as  far  as 
possible,  using  designs  that  are  ordinarily  used  by  the  civilian 
or  which  can  be  turned  out  in  quantity  from  hundreds  of  eidsting 
factories. 

2.  Store  up,  in  advance,  dies,  machinery,  and  samples  of  special 
munitions,  so  that  in  the  event  of  mobilization  himdreds  of  factories 
could  be  given  the  special  additional  equipment  which  would  enable 
them  to  begin  at  once  the  manufacture  of  these  special  mimitions. 

These  suggestions  have,  however,  not  been  acted  upon.  But 
the  most  significant  thing  to  note  with  reference  to  these  recom- 
mendations is  that  it  had  not  occurred  to  the  general  staff  that 
diflSiculties  or  delays  might  be  encountered  in  inducing  these  factories 
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to  begin  the  manufactiire  of  war  supplies,  even  with  the  necessary 
special  equipment  available.  All  of  the  estimates  in  Table  I  are 
based  on  the  assimiption  that  there  will  be  no  hesitation  on  the 
part  of  business  men  in  shifting  their  activities  to  the  service  of 
the  government.'  Business  as  usual,  imiform  price  control,  and 
imdifferentiating  excess-profits  taxes  are  not  included  as  decisive 
factors  in  the  problems.  In  view  of  our  previous  analysis  is  it  too 
much  to  say  that  if  we  should  rely  exclusively  on  finandal  induce- 
ments to  shift  industry  to  war  channels,  we  might  have  to  wait 
almost  indefinitely  for  a  considerable  proportion  of  the  necessary 
supplies?  We  should  doubtless  charge  the  delays  to  govern- 
mental inefficiency;  but  the  main  causes  would  lie  farther  back 
— ^in  the  finandal  method  of  industrial  mobilization. 

IV 

Granting  the  underlying  truth  of  the  foregoing  argument  that 
extensive  readjustment  is  necessary,  many  will,  nevertheless,  insist 
that  any  such  rapid  readjustment  as  I  have  indicated  would  be 
suiddal.  It  will  be  urged  that  hysterical  economy  would  throw 
laborers  out  of  employment  and  generally  imsettle  the  business 
structure,  and  that  the  ensuing  depression  would  render  it  impos- 
sible for  us  to  fiinance  the  war.  "We  must  have  wages  and  profits 
if  we  are  to  pay  taxes  and  subscribe  for  bond  issues."  Now  while 
this  is  perfectly  true,  there  need  be  no  fear  of  a  general  reduction 
in  the  aggregate  demand  for  labor  during  the  war  and  no  fear  of  a 
general  reduction  of  profits. '  Business  may  well  be  substantially  as 
usual  when  measured  in  aggregate  quantities;  it  will  have  to  be 
unusual  only  as  to  kind  or  quality.  The  coming  months  will 
develop  enormous  industrial  activity  so  far  as  total  demand  is  con- 
cerned. Every  ounce  of  our  national  energy  will  be  required  to 
meet  the  needs  of  the  situation.  If  the  business-as-usual  advo- 
cates distinguished  between  the  total  amount  and  the  kinds  of 
business,  one  could  have  no  serious  argument  with  them;  but  in 

*  It  has  doubtless  been  assiimed  by  the  general  staff  that  slight  rehabilitation  of 
plants  pnxludng  commodities  similar  to  war  supplies  would  suffice  to  meet  the  require- 
ments of  the  situation.  Extensive  shifting  of  industrial  energy  involving  the  closing 
of  factories  and  general  scrapping  of  equipment  puts  an  entirely  different  light  on  the 
problem. 
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the  popular  thought  business  as  usual  means  in  the  main  the  same 
kinds  of  business  we  now  have,  and  unfortunately  this  popular 
thought  translated  into  action,  into  the  purchase  of  the  usual  com- 
modities, tends  to  be  the  decisive  factor  in  directing  our  social 
energy. 

But  there  nevertheless  remains  a  serious  problem  in  connection 
with  the  shifting  process.  What  of  the  laborers  who  are  thrown 
out  of  employment,  if  by  rigid  economy  we  compel  a  manufacturer 
of  dispensables  to  dose  his  doors  ?  The  answer  obviously  is  that 
many  of  them  will  shortly  find  work  in  the  production  of  food, 
in  the  building  of  munitions  factories,  and  in  the  manufacture 
of  supplies  and  materials.  Some,  usually  but  a  few,  will  find  them- 
selves wholly  imfitted  for  a  different  employment.  It  is  often 
asked  if  it  is  fair  to  deprive  such  persons  of  the  means  of  livelihood  ? 
One  effective  answer  is  that  this  is  not  a  time  for  debating  fairness 
and  justice  to  individuals;  if  social  or  military  e]q>ediency  demands 
a  given  course  of  action  certain  individuals  may  have  to  suffer. 
Another  answer  that  may  be  made  is  that  these  industrial  misfits 
should  be  taken  care  of  at  public  expense,  out  of  the  funds  raised 
by  taxation  or  bond  issues.  But,  whatever  the  answer,  we  cannot 
let  sympathy  for  these  unfortunates  stand  in  the  way  of  diverting 
the  energy  of  the  rest  of  society  to  the  fields  in  which  it  is  needed. 
To  see  the  situation  in  its  true  perspective  we  must  center  our 
attention  always  upon  the  alternative — that  of  failure  in  case  we 
do  not  effectively  mobilize  our  resources  for  the  business  of  war. 

What  now  of  the  employers — ^the  manufacturers — ^who  might 
find  their  doors  closed  as  a  result  of  mobilization  enforced  through 
this  economizing  of  the  people  ?  In  so  far  as  they  could  convert 
their  establishments  to  war  service,  well  and  good,  for  the  new 
gains  might  well  offset  old  losses.  As  for  those  who  cannot  devote 
their  plants  to  war  purposes,  they  will  have  to  stand  the  losses  as 
best  they  may.  It  is  their  contribution  to  the  war,  negative  con- 
tribution though  it  may  be.  It  might  be  urged  again  that  their 
losses  should  be  underwritten  by  the  government;  but  this  is  seldom 
if  ever  the  way  in  war  times.  It  doesn't  somehow  seem  quite  fair 
or  necessary.  But  it  is  nevertheless  one  of  the  grave  individual 
injustices  of  war  that  those  unfortunately  placed  in  the  industrial 
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system  must  lose  their  all,  the  while  their  more  fortunate  fellows 
make  inordinate  profits  on  war  orders. 

It  may  also  be  urged  that  excessive  general  economy  would 
result  in  throwing  men  out  of  employment  too  soon,  that  is,  before 
places  were  ready  for  them  in  the  new  industrial  order.  There  is 
undoubted  point  to  this  contention;  but  it  should  be  recalled  that 
many  thousands  could  have  found  employment  upon  the  farms  as 
early  as  April  and  that  it  has  been  impossible  to  secure  sufficient 
laborers  for  the  construction  of  munitions  plants,  shipyards,  etc. 
I  am  far  from  arguing  that  there  would  be  no  loss  of  energy  here. 
It  is  indeed  another  weakness  of  our  pecuniary  system  that  sub- 
stantial loss  must  be  sustained  in  the  transition  process.  It  may 
be  asked  here,  however,  should  not  the  transition  take  place  slowly 
in  order  to  reduce  the  losses  involved  to  a  minimum  ?  Ordinarily 
gradual  readjustment  would  be  advisable,  but  when  we  are  engaged 
in  a  race  with  time,  we  must  ride  roughshod.  To  delay  the  transi- 
tion is  to  avoid  minor  losses  on  the  way,  it  is  true,  but  possibly 
(again  the  alternative)  it  is  to  incur  an  incomparably  greater  loss 
through  failure  to  get  mobilized  in  time  to  defeat  the  enemy. 
So  long  as  we  rely  upon  economizing  as  a  means  of  driving  industry 
into  the  required  channels  we  may  almost  say  that  in  a  crisis  such 
as  the  present  the  more  rapid  and  severe  that  economizing  the 
better.    It  gains  HmCf  and  time  is  nearly  everything. 


There  remains  a  final  and  most  important  problem  in  connec- 
tion with  this  process  of  readjustment.  If  businesses  are  com- 
pelled to  close  their  doors,  how  can  they  meet  their  maturing 
obligations  at  the  banks;  and  if  their  loans  are  not  paid,  how  can 
the  banks  maintain  specie  payments  ?  What  is  to  prevent  a  general 
panic  and  the  shattering  of  the  entire  credit  structure?  It  is 
obvious  that  we  have  here  a  different  and  at  the  same  time  an 
extremely  vital  problem.  We  cannot  coldly  argue.  Let  the  banks 
stand  their  losses  and  charge  them  to  the  accoimt  of  general  welfare; 
for  the  banks  occupy  a  strategic  position  in  the  ihdustrial  system. 
The  failure  of  a  single  important  bank  is  likely  to  result  in  a  series 
of  failures  and  a  general  disruption  of  credit,  carrying  down  the 
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sound  and  the  indispensable  business  as  well  as  the  unsound  and  the 
dispensable.  The  solvency  of  the  banks  must  be  maintained  at 
all  costs,  for  on  them  is  reared  the  entire  business  fabric. 

In  analyzing  this  aspect  of  the  problem  it  is  first  to  be  noted  that 
the  closing  of  the  doors  of  a  manufacturer  or  merchant  does  not 
always  mean  that  he  will  be  imable  to  meet  his  loans  at  the  bank. 
The  modem  practice  of  loaning  only  when  the  quick  assets  of  the 
borrower  (after  the  loan)  are  twice  the  current  liabilities  would  in 
some  cases  permit  the  loan  to  be  paid  when  the  business  was  liqui- 
dated. Again,  our  bankers  as  a  whole  are  now  in  a  position  of 
imusual  strength,  with  large  excess  reserves,  and  they  would  there- 
fore be  enabled  to  stand  substantial  losses  for  an  interval — ^until 
the  new  war  business  should  replace  the  discarded  peace  business — 
without  being  in  danger  of  insolvency. 

But  in  the  event  of  great  dislocations  of  industry  and  widespread 
inability  to  pay  bank  loans  by  the  failing  industries  (and  this  would 
be  likely  to  be  the  case  if  we  should  economize  as  rigidly  as  the 
situation  seems  to  demand)  we  could  still  look  to  the  federal  re- 
serve banks  for  aid.  The  federal  reserve  banks  have  enormous 
reserves  available  for  just  such  an  emergency,  and  a  policy  of  lib- 
eral rediscoimting  would  probably  provide  in  full  measure  for  the 
requirements  of  the  situation.  Let  me  not  be  misunderstood  here. 
I  do  not  mean  to  say  that  the  notes  of  the  failed  businesses  should  be 
rediscounted.  There  would  doubtless  be  sound  paper  in  ample 
quantity  in  the  form  of  notes  of  concerns  producing  indispensables, 
together  with  new  paper  arising  out  of  the  rapidly  developing 
war  business.  There  is  necessarily  some  conjecture  here,  of  course, 
and  there  is  always  the  reasonable  doubt  that  even  this  resort 
would  not  suflBce.  In  such  an  event,  if  the  federal  reserve  banks 
should  indeed  be  pressed  to  the  limit  of  their  resources,  some  of  the 
fimds  raised  by  the  government  could  be  turned  over  to  the  federal 
reserve  banks  to  meet  the  requirements  of  financial  mobilization. 
It  would  perhaps  appear  extremely  radical,  even  dangerous,  to 
urge  that  the  government  should  invade  the  field  of  banking  and 
turn  its  funds  directly  over  to  individual  banks  in  distress;  it 
might  open  the  door  to  political  intrigue,  favoritism,  loose  bank 
management,  etc.    But  it  is  quite  another  matter  to  deposit  these 
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funds  with  federal  reserve  banks  under  the  control  of  the  Federal 
Reserve  Board.  Their  distribution  to  the  points  of  tension  in  the 
system,  to  the  banks  in  danger  of  insolvency,  would  then  be  con- 
trolled by  ordinary  banking  processes.  Since  the  banks  occupy  a 
strategic  position  in  the  whole  industrial  system,  such  a  use  of 
government  resources  would  be  entirely  justifiable,  and  one  of  the 
most  effective  it  could  possibly  make.  As  already  indicated,  how- 
ever, it  is  hardly  likely  that  such  a  step  would  be  required.  The 
requisite  mobilization  could  probably  be  handled  by  the  existing 
resources  of  the  federal  reserve  banks.  In  any  event,  are  not  the 
exigencies  of  the  situation  such  as  to  warrant  a  thorough  trial  of  the 
possibilities  of  the  federal  reserve  system  ? 

State  banks  and  trust  companies  not  members  of  the  federal 
reserve  system  of  course  do  not  have  direct  access  to  resources  of  the 
federal  reserve  banks,  and  here  lies  our  chief  danger  of  financial 
disrupture.'  Indeed  the  failure  of  a  nimiber  of  large  state  banks 
and  trust  companies  at  a  critical  moment  might  endanger  the  whole 
credit  structure.  We  have  here  an  excellent  illustration  of  the 
evils  of  a  dual  banking  system,  half  national,  half  state,  half  organ- 
ized, half  disorganized,  and  a  powerful  argument  for  an  early 
entrance  of  the  state  banks  into  the  federal  reserve  system.  In 
this  connection  it  is  encouraging  to  note  the  tecent  decision  of 
a  large  percentage  of  our  important  state  banking  institutions  to 
take  this  step  before  it  is  too  late. 

>  The  Federal  Reserve  Board  has  made  two  announcements  of  late  which  give 
promise  in  this  connection: 

1.  Provision  has  been  made  that  notes  of  non-member  banks,  the  proceeds  of 
which  have  been  used  for  the  purchase  or  carrying  of  bonds,  might  be  discounted  with 
the  federal  reserve  banks,  with  the  indorsement  of  a  member  bank.  (This  provision 
lapses  after  July  15.) 

2.  General  assurance  has  been  given  to  savings  banks  and  trust  companies  that 
the  Board  desired  in  every  way  to  co-operate  with  them  in  avoiding  shock  or  dis- 
turbance to  existing  conditions,  and  stood  ready  to  secure  reasonable  extension  of 
accommodations  at  federal  reserve  banks  for  the  purpose  of  protecting  the  inter- 
ests of  such  savings  banks  and  trust  companies  in  the  event  of  necessity 
resulting  from  the  withdrawal  of  deposits  in  order  to  purchase  or  invest  in  govern- 
ment bonds. 

The  policies  relate  to  the  dislocations  caused  by  bond  issues  rather  than  by 
industrial  readjustment;  but  they  are  nevertheless  an  earnest  of  what  might  be  done 
to  minimize  the  losses,  and  the  ^ock  of  a  period  of  industrial  transition. 
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VI 

To  summarize  our  discussion  of  industrial  mobilization  through 
the  machinery  of  finance:  We  have  seen  that  undiscriminating 
excess-profits  taxation  and  price  control  and  the ''  business-as-usual '' 
movement  run  directiy  counter  to  tiie  rapid  reorganization  of  indus- 
try. We  have  seen  that  tiie  method  is  extremely  costiy  and  ex- 
tremely slow  and  uncertain  at  best  We  have  seen,  indeed,  that 
where  speed  is  the  all-important  factor  it  cannot  be  safely  relied 
upon.  Is  it  not  important,  therefore,  that  the  United  States 
seriously  consider  the  method  of  industrial  conscription  ? 

By  industrial  conscription  the  government  could  transfer 
laborers  from  the  industries  that  are  unimportant  to  the  fields  of 
production  that  are  imperatively  necessary  as  rapidly  as  is  required, 
without  waiting,  possibly  indefinitely,  for  public  economizing 
to  force  readjustment  through  the  decline  of  profits  and  the  dosing 
of  factory  doors.  Industrial  establishments  engaged  in  manu- 
facturing commodities  that  are  xmnecessary  for  war  purposes, 
could  by  industrial  conscription  be  forced  to  convert  themselves  at 
once  into  factories  for  the  manufacture  of  munitions  and  other 
war  materials.  New  construction  that  is  not  necessary  for  war 
purposes  could  be  halted  and  the  energy  engaged  therein  diverted 
to  the  channels  where  imperatively  demanded.  Such  a  system 
would  reduce  to  a  minimum  the  sodal  loss  of  time  and  energy 
incident  to  the  transition  period.  Wisely  administered  (note  the 
qualification)  upon  a  basis  of  what  may  be  called  selective  industrial 
conscription  it  would  eliminate  a  great  part  of  the  confusion,  dis- 
ruption, and  maladjustment  incident  to  the  ordinary  financial 
method  of  readjustment. 

Not  only  are  the  social  losses  involved  in  the  transition  less 
than  imder  the  method  of  gradual  readjustment,  but  the  direct 
losses  to  capitalists  are  almost  certain  to  be  less.  Assume  that 
time  permits  a  gradual  transition  covering  a  period  of  two  or  three 
years.  Would  the  losses  through  gradual  readjustment  by  means 
of  the  financial  machinery  be  less  than  through  direct  commandeer- 
ing ?  The  former  method  means  vainly  struggling  along  in  present 
lines  with  lower  margins  of  profits  and  heavy  losses  as  reduced 
sales  gradually  develop;  it  is  likely  to  mean  with  any  given  estab- 
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lislmient  months  of  loss  before  bankruptcy  and  then  a  considerable 
.  interval  of  no  business  at  all  while  attempting  to  fit  itself  into  newer 
lines  of  production.  Only  in  cases  where  the  rehabilitation  of 
factories  is  a  simple  process  can  the  conversion  be  made  without 
excessive  losses.  Even  in  these  cases,  however,  the  tendency  will  be 
to  delay  the  fatal  step  as  long  as  possible,  and  this  means  until  the 
pinch  of  declining  profits  is  no  longer  tolerable.  Under  the  method 
of  industrial  conscription,  however,  the  conversion  could  be  forced 
before  the  decline  in  profits  threatens  insolvency.  And,  moreover, 
the  losses  attending  the  entrance  into  the  new  lines  of  industry  could 
be  reduced  to  a  minimum  by  directing  capital  to  the  places  of 
greatest  need.  It  is  a  method,  substantially  speakings  of  carefully 
planned  adjustment  by  a  board  of  experts  acquainted  with  the 
entire  situation,  as  against  the  slow  and  imcertain  method  of  trial 
and  error  by  business  men  who  hope  and  believe  that  business  will 
continue  as  usual,  and  who,  when  eventually  forced  from  present 
lines  of  activity,  find  themselves  only  partially  or  inaccurately 
acquainted  with  the  government's  requirements. 

But  aside  from  all  this  it  must  be  emphasized  that  the  method 
of  industrial  conscription  saves  what  is  at  present  more  precious 
than  gold  itself — ^it  saves  time.  If  selective  conscription  of  men 
may  be  justified  on  the  ground  that  the  volunteer  system  is  hope- 
lessly slow  and  uncertain  where  speed  and  certainty  are  indispen- 
sable, may  not  conscription  of  industry  be  justified  on  the  same 
grounds  ?  If  ships,  munitions,  and  food  rather  than  soldiers  are  to 
render  our  greatest  service  to  our  Allies,  why  resort  to  the  method  of 
efficiency  in  the  raising  of  armies  and  the  method  of  inefficiency 
and  uncertainty  in  the  raising  of  crops  and  supplies  ? 

Shall  we  answer  because  conscription  of  industry  is  un-American, 
because  it  places  autocratic  power  in  the  hands  of  a  democratic 
government  and  strikes  at  the  very  foimdation  of  our  institutions — 
private  property,  vested  interests,  free  initiative,  individual 
liberty,  competition,  and  all  the  rest  ?  A  similar  answer  may  be, 
and  has  been,  made  with  reference  to  military  conscription,  but  we 
have  overruled  the  objection  there  mainly  on  the  ground  that  the 
time  element  is  so  tremendously  important  that  ordinary  peace- 
time principles  and  ideals  have  to  give  way.    Much  as  we  may 
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dislike  the  principle  and  method  of  conscription,  do  we  not  dislike 
and  fear  the  alternative — the  indefinite  eclipse  of  democratic 
institutions— more  ? 

In  one  important  respect  industrial  conscription  is  incomparably 
less  objectionable  than  military  conscription.  The  man  who  is 
compelled  to  serve  in  the  army  is  forced  to  ofiFer  life  itself  in  the 
cause  for  which  he  is  enlisted;  the  man  who  is  compelled  to  dose  his 
factory  or  convert  it  to  different  uses;  the  man  who,  as  a  laborer, 
is  compelled  to  change  his  employment,  at  best  offers  but  his 
services  for  a  smaller  remimeration.  It  is  the  old  question  of  life 
versus  property.  The  nation  which  protests  and  believes  that,there 
is  all  difference  between  a  prize  court  and  a  submarine — ^between 
temporary  detention  of  our  ships  and  their  cargo  with  legally 
determined  c6mpensation  after  the  war  and  the  sinking  of  our 
ships  and  citizens  without  a  warning — can  make  so  far  as  justice 
is  concerned  only  one  decision  on  the  question  of  industrial  versus 
military  conscription. 

The  method  of  industrial  conscription  obviously  raises  enormous 
problems  of  its  own.  How  shall  we  provide  the  machinery  neces- 
sary to  its  successful  administration?  Who  shall  be  given  the 
power  to  decree  life  or  death  for  industrial  establishments  in  the 
exercise  of  the  selective  requirements  of  the  plan?  Who  shall 
decide  what  industries  are  important  to  keep  alive  in  war  time — 
for  recreational  and  cultural  purposes  as  weU  as  for  physical  and 
military  requirements  ?  What  man  or  what  body  of  men  can  be 
foimd  with  the  necessary  omniscience,  with  the  requisite  prevision, 
for  such  a  method  of  industrial  reorganization  ?  I  have  spoken  of  a 
board  of  experts,  but  a  friend  of  mine  remarks:  *^  We  may  call  them 
experts,  but  that  does  not  make  them  really  expert;  they  would 
be  sure  to  make  no  end  of  mistakes;  they  are  not  in  a  position  to 
determine  in  anything  approaching  a  scientific  manner  what  lines 
of  human  endeavor  coimt  for  most."  That  there  is  point  to  such 
contentions  in  piping  times  of  peace  I  would  be  the  last  to  deny,  but 
in  time  of  war  the  problem  is  profoimdly  changed.  An  adminis- 
trative board  giving  its  entire  time  to  the  study  of  the  situation 
could,  it  seems  to  me,  determine  and  guide  with  considerable 
wisdom  the  apportionment  of  our  national  energy.    The  insistent 
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demands  of  the  war  department  for  ships,  for  munitions,  for  sup- 
plies, furnish  abimdant  evidence  of  the  things  that  are  needed 
most;  the  demand  side  of  the  problem  certainly  has  no  insuper- 
able obstacles.  The  determination  of  what  particular  commodities 
shall  be  dispensed  with  is  perhaps  not  so  simple  a  task.  But  could 
not  any  of  us  upon  reflection  think  of  a  score  of  commodities 
that  are  less  important  for  war  purposes  than  sheUs,  than  food, 
than  shovels,  than  airships  ?  We  need  not  look  for  100  per  cent 
efficiency  in  order  to  justify  the  effort.  Any  percentage  of  effi- 
ciency would  be  a  net  gain  over  the  present  method  of  sheer  in- 
efficiency. 

For  great  as  are  the  problems  of  industrial  conscription,  and 
many  as  are  the  mistakes  and  blimders  that  would  doubtless  be 
made  in  its  administration,  is  it  not  more  to  be  trusted  than  the 
uncertain  financial  method  of  reorganization  through  the  economiz- 
ing of  the  people  ?  Recall  that  the  method  we  have  been  fol- 
lowing relies  for  its  success,  not  upon  the  concentrated  thought  and 
efficiency  of  a  board  of  experts  imbued  with  a  national  point  of 
view  even  if  not  possessed  of  the  requisite  experience;  it  relies 
rather  upon  the  individual  self-interests  and  the  xmreasoned  im- 
pulses of  the  masses  of  society.  Each  and  every  business  man, 
each  and  every  laborer,  for  individual  reasons,  resists  giving  up  his 
accustomed  activity  as  long  as  possible.  And  when  it  comes  to 
economizing  as  an  agency  for  forcing  industrial  readjustment  it 
must  be  remembered  that  normal  consumptive  desires  press  hard 
upon  us.  Self-denial  and  rigid  economy  come  hard  enough,  even 
when  we  fully  recognize  the  need.  Recall  also  that  the  method 
relies  upon  the  advice  of  good  people  concerned  over  the  suffering 
that  will  be  entailed  in  the  process  of  transforming  industries;  of 
business  men  and  bankers  who  plead  that  business  must  go  on  as 
usual  or  the  nation  will  be  imable  to  finance  the  war;  of  the  pro- 
ducers of  luxuries  who  urge  that  we  must  avoid  at  all  cost  the  evils 
of  imemployment;  of  piano  manufacturers  who  plead  that  when  the 
whole  earth  is  out  of  tune  some  one  must  keep  in  motion  the  music 
of  the  spheres;  of  the  professor  who  insists  that  our  colleges  and 
universities  should  go  on  as  usual  lest  in  these  hours  of  darkness 
the  torch  of  knowledge  and  civilization  be  extinguished. 


Digitized  by 


Google 


942  JOURNAL  OF  POUTICAL  ECONOMY 

VII 

In  a  preceding  paragraph  attention  was  called  to  En^and's 
eventual  abandonment  of  the  unaided  financial  method  of  indus- 
trial reorganization.  In  September,  1915,  a  Priority  Conmiittee 
was  formed,  which  in  March,  1916,  became  a  full-fledged  depart- 
ment of  the  British  Ministry  of  Munitions.  This  department 
developed  a  simple  classification  of  industry,  whereby  any  con- 
tract placed  by  the  Ministry  of  Munitions,  War-Office,  or  Admir- 
alty must  be  filled  before  the  needs  of  ordinary  industry  are  met.' 

The  United  States  has  also  discovered  that  some  central  con- 
trol of  industry  must  be  developed  by  means  of  which  materials 
vitally  required  for  the  prosecution  of  the  war  may  be  prevented 
from  going  to  fill  the  demands  of  non-war  business.  We  have 
discovered  in  five  months  what  England  found  out  in  thirteen — 
that  the  financial  method  cannot  be  relied  upon  with  safety,  that 
it  must  be  supplemented  by  centralized  control.  Our  War  Indus- 
tries Board,  tmder  date  of  September  21,  1917,  makes  public  a 
priority  classification  as  follows: 

Class  A  comprises  war  work:  that  is  to  say,  orders  and  work 
urgently  necessary  in  carrying  on  the  war,  such  as  arms,  ammuni- 
tion, ships,  etc.,  and  the  materials  required  in  the  manufacture  of 
same. 

Class  B  comprises  orders  and  work  which,  while  not  primarily 
designed  for  the  prosecution  of  the  war,  yet  are  of  public  interest 
and  essential  to  the  national  welfare,  or  otherwise  of  exceptional 
importance. 

Class  C  comprises  all  orders  and  work  not  embraced  in  Class  A 
or  Class  B. 

There  are  various  subdivisions  of  these  classes,  indicated  by 
a  suffix  number,  thus:  Ai,  A2,  etc.,  Bi,  B2,  etc. 

All  orders  and  work  in  Class  A  shall  take  precedence  over  those 
in  Class  B  and  those  in  B  shall  take  precedence  over  those  in  Class  C. 

When  rigidly  applied  to  such  fimdamental  materials  as  iron, 

it  will  be  readily  seen  that  this  priority  system  reaches  into 

nearly  every  branch  of  industry  and  that  people  who  wish  iron 

'  There  were  numerous  subclasses,  similar  to  that  of  our  own  priority  classification 
given  on  the  next  page. 
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and  steel  for  ordinary  industrial  requirements  will  be  forced  to  wait 
— and  wait  indefinitely,  since  the  demands  of  the  war  industries  are 
certain  to  be  simply  insatiable. 

But  while  this  method  will  insure  the  diversion  of  materials  to 
war  purposes  it  still  remains  a  negative  rather  than  a  positive 
system.  It  does  not  directly  commandeer  industry  and  decree 
that  certain  industries  shall  be  dosed  down  or  converted  to  war 
business,  nolens  volens.  It  is  at  best  a  partial  measure,  though  a 
tremendous  improvement  over  the  unaided  financial  method  of 
industrial  reorganization. 

England  has  at  last  discovered  that  priority  alone  will  not  suffice. 
This  last  year  England  has  in  fact  gone  all  the  way  and  now  has 
virtual  industrial  conscription.  England  eventually  found  that, 
with  ultimate  victory  dependent  upon  ultimate  resources,  her 
reorganization  of  industry  must  go  to  the  very  foundations  of  her 
national  life;  she  found  that  her  man  power  and  her  machine 
power  must  be  expended  with  an  eye  single  to  military  victory — 
she  found  that  every  ounce  of  energy  devoted  to  the  production  of 
luxuries  and  nonessentials  was  an  ounce  of  energy  taken  away  from 
the  creation  of  the  war  supplies  upon  which  her  very  life  as  a 
nation  depended.  In  the  words  of  H.  R^  Brand,  vice-chairman  of 
the  British  War  Mission,  "The  government  has  of  necessity 
compelled  the  whole  of  British  industry  to  produce  for  war  and  to 
produce  what  it  is  told  to  produce.  No  man  is  free  to  do  what  he 
likes  with  his  labor  and  capital,  with  his  ships,  or  with  his  steel. 
Many  trades  have  been  actually  compulsorily  shut  down  and  the 

labor  taken  from  them  and  handed  over  to  war  industries 

Instead  of  gramaphones  the  gramaphone  company  now  makes 
fuses;  instead  of  doth  for  ordinary  dothes  the  woolen  factory 
makes  khaki;  instead  of  motor-cars  the  motor-car  maker  makes 
shells."' 

We  are  engaged  in  a  mortal  struggle  with  a  nation  that  has  long 
since  learned  the  lesson  of  industrial  mobilization.  Do  we  marvel 
at  Germany's  powers  of  resistance  ?  Have  we  not  all  wondered 
how  the  Central  Powers  have  been  able  to  finance  the  war  ?  Let 
us  remember  that  Germany  has  since  early  in  the  war  followed ' 
'  Address  before  American  Bankers'  Association,  September,  191 7. 


Digitized  by 


Google 


944  JOURNAL  OF  POUTICAL  ECONOMY 

largely  the  method  of  industrial  conscription.  The  Germans  are 
not  wasting  their  national  sustenance  like  sailors  in  a  drunken  orgy. 
They  are  down  to  the  brass  tacks  of  the  situation.  As  soon  as  it 
became  apparent  that  the  war  would  be  long  the  German  govern- 
ment promptly  abandoned  the  price  and  profits  method  of  industrial 
reorganization,  and  substituted  therefor  the  method  of  comman- 
deering. A  certain  percentage  of  the  energy  of  the  Teutonic  Powers 
was,  through  the  central  authorities,  directed  to  the  fighting  imits  on 
the  various  fronts,  a  certain  percentage  to  the  production  of  mimi- 
tions  and  other  army  supplies,  a  certain  percentage  to  the  con- 
struction of  submarines,  and  a  certain  percentage  to  the  production 
of  foodstuffs.  The  principles  of  miUtary  organization  were  thus 
universalized  and  made  to  apply  to  every  aspect  of  national  life. 
The  ability  of  the  Central  Powers  to  hold  out  indefinitely  depends, 
therefore,  not  upon  finance,  or  the  amount  of  the  national  debts,  for 
national  debts  owed  to  one's  own  citizens  are  merely  the  paper  claims 
of  individuals  to  present  and  future  national  wealth;  the  Teutonic 
power  of  resistance  dq>ends  rather  upon  the  ability  of  the  armies 
in  the  field  to  hold  the  lines;  upon  the  ability  of  the  agricultural 
quota  to  produce  enough  food  to  sustain  life  and  physical  efficiency 
— in  short,  upon  the  working  strength  of  each  part  of  the  great 
national  machine.  The  Central  Powers  are  conserving  every  oimce 
of  their  energy.  The  vastly  superior  resources  of  the  Entente 
nations  may  indeed  bring  us  victory  in  the  end  whether  we  squander 
our  patrimony  or  not;  but  it  should  never  be  forgotten  that  the 
wasteful  method  is  also  the  tremendously  costly  method — costly  in 
terms  of  property  and  costly  in  terms  of  human  life. 

The  brains  at  the  head  of  the  German  organization  doubtless 
counted  on  our  resorting  to  the  slow  and  uncertain  financial 
method  of  industrial  rehabilitation  when  the  fateful  decision  was 
formed  to  make  unrestricted  use  of  the  submarine  and  sink  at 
sight.  As  we  enter  the  struggle  before  us  shall  we  heed  perhaps 
the  greatest  lesson  that  the  war  has  taught  to  those  who  have  been 
through  the  fire  ?  In  choosing  our  method  of  industrial  reorgani- 
zation, will  it  not  be  salutary  always  to  have  in  mind  that  it  is  with 
Germany  and  Germany's  methods  that  we  are  competing  ? 

France,  through  a  negative  process,  has  had  what  amoimts  to 
conscription  for  industry  from  the  very  beginning.    Three-quarters 
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of  the  male  laboring  population  between  the  ages  of  eighteen  and 
forty-five  was  called  to  arms  literally  over  night.  As  a  result 
French  industry  was  paralyzed.  In  the  course  of  a  few  months, 
when  the  pressure  was  somewhat  lessened  on  the  Western  Front, 
the  government  recalled  from  the  lines  skilled  mechanics  and 
laborers  whose  greatest  service  henceforth  lay  in  rebuilding  the 
shattered  industrial  life.  But  when  recalled  for  industrial  service 
they  were  directed  to  the  production  of  only  such  commodities 
as  were  imperatively  required  for  the  successful  prosecution  of  the 
war.  Working  with  women  and  children  and  with  imported 
Spanish,  Portuguese,  and  Italian  laborers,  they  have  succeeded, 
in  spite  of  the  German  occupation  of  France's  richest  industrial 
area,  in  producing  great  quantities  of  the  supplies  and  materials 
required  by  the  armies  at  the  front.  Does  anyone  imagine  that 
France  could  have  held  out  during  the  long  months  of  waiting  for 
her  allies  to  get  ready  if  these  men  who  were  recalled  from  the 
trenches  had  been  set  to  producing  luxuries  and  nonessentials  ? 

The  end  ha^  not  yet  been  reached  in  this  country;  indeed,  the 
government  has  now  clearly  seen  the  handwriting  on  the  wall,  and 
we  are  almost  at  the  parting  of  the  ways.  In  a  recommendation 
made  late  in  October  by  the  Coimdl  of  National  Defense,  we  find 
this  significant  statement: 

New  enterprises  which  are  not  fundamental  to  the  efficient  operation  of 

the  countries'  necessary  activities  should  not  be  undertaken All  effort 

should  be  centered  to  help  win  the  war Men  who  are  considering  new 

enterprises— public  improvements,  dwellings,  factories,  industrial  work  of 
every  descrq;>tion,  etc— should  be  guided  by  this  add  test. 

So  much  for  new  business. 

Even  more  significant  of  the  developments  in  store  for  us  are 
the  words  of  the  final  paragraph: 

The  action  of  the  Cotmcil  of  National  Defense  should  prepare  the  minds 
of  business  men  for  similar  action  in  regard  to  the  fnU  operation  of  those 
industries  not  essential  to  the  national  defense,  or  to  the  consumption  by  the 
public  of  luxuries  and  non-essentials.  In  fact,  in  the  course  of  time  no  one 
need  be  surprised  if  during  the  war  the  use  of  labor  and  materiab  for  all 
unessenHal  purposes  is  made  impossible  by  regulation  or  statute. 

Harold  G.  Moulton 
Unxvxrsht  oy  Chicaoo 
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WASHINGTON  NOTES 

INCREASE  OF  FEDERAL  RESERVE  MEMBERSHIP 

One  of  the  most  interesting  results  of  the  war  in  its  effect  upon 
American  banking  has  been  the  notable  increase  in  the  membership  of 
the  Federal  Reserve  s)rstem.  The  movement  of  state  institutions  into 
the  system  had  begim  immediately  after  the  adoption  of  the  act  of 
June  21, 1917,  amending  the  Federal  Reserve  act.  By  this  amendatory 
law  there  was  given  to  state  institutions  a  distinct  legislative  pledge 
that  they  would  not,  by  taking  membership  in  the  system,  sacrifice  any 
of  their  charter  powers.  This  guaranty  was  made  further  influential 
by  an  opinion  of  the  Attorney-General  of  the  United  States,  Sq)- 
tember  10,  1917,  interpreting  the  new  measure  in  such  a  way  as  to 
release  state  bank  members  from  the  effects  of  the  so-called  "Claj^on 
Act,"  and  "Kern  Amendment"  thereto,  which  had  been  intended  to 
prevent  the  continuance  of  what  have  been  caUed  "interlocking  direc- 
torates." State  institutions  which  become  members  may  thus  continue 
their  directorates  upon  the  old  basis  without  more  .disturbance  than 
they  would  suffer  were  they  not  to  become  members. 

The  movement  into  the  system,  although  stimulated  by  this  new 
legislation  and  interpretation,  continued  only  moderate  during  the  sum- 
mer months.  Pressure  of  war  financing,  and  the  certainty  of  conditions 
requiring  collective  action  on  the  part  of  the  banks,  afforded  a  more 
powerful  impetus;  and,  with  the  opening  of  the  second  great  loan 
campaign  on  October  i,  the  disposition  of  many  large  trust  companies 
to  enter  the  system  crystallized  in  action.  A  further  influence  was 
afforded  by  an  open  letter  addressed  by  the  President  to  state  institu- 
tions generally  and  issued  on  October  13.  In  this  letter  the  President 
used  the  following  language,  appealing  directly  to  the  patriotism  of  the 
state  bankers: 

May  I  not,  .  .  .  .  ,  lU'ge  upon  the  officers  and  directors  of  all  nonmember 
state  banks  and  trust  companies  which  have  the  required  amount  of  capital  and 
surplus  to  make  them  eligible  for  membership,  to  unite  with  the  Federal  Reserve 
^tem  now  and  thereby  contribute  their  share  to  the  consolidated  gold  reserves 
of  the  country  ?    I  feel  sure  that  as  member  banks  they  will  aid  to  a  greater 
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degree  than  is  possible  otherwise  in  promoting  the  national  welfare,  and  that 
at  the  same  time,  by  securing  for  themselves  the  advantages  offered  by  the  Fed- 
eral Reserve  system,  they  will  best  serve  their  own  interest  and  the  interest  of 
their  customers.  I  believe  that  co-operation  on  the  part  of  the  banks  is  a 
patriotic  duty  at  this  time,  and  that  membership  in  the  Federal  Reserve 
^tem  is  a  distinct  and  significant  evidence  of  patriotism. 

The  outcome  of  all  these  influences  has  been  seen  in  an  increase  of 
membership  up  to  October  27^  which  brings  the  total  capital  and  surplus 
of  the  state  members  (including  those  approved  for  membership  but 
not  finally  admitted)  to  about  $274,000,000  and  their  total  resources 
to  nearly  $3,000,000,000.  This  gives  the  s)rstem  from  68  to  70  per  cent 
of  the  entire  banking  resources  of  the  country,  while  it  must  be  remem- 
bered that  of  those  not  yet  included  a  large  proportion  are  ineligible, 
either  because  of  the  smallness  of  the  individual  capitals  or  for  some  other 
reason.  It  may  thus  be  fairly  said  that  the  Federal  Reserve  system 
includes  today  the  essential  banking  resources  of  the  coimtry  and 
represents  the  collective  reserve  strength  of  the  nation. 

PROGRESS  OF  PUBLIC  FINANaNG 

The  closing  of  the  second  "Liberty  Loan"  on  October  27  adds 
another  chapter  of  imprecedented  interest  to  the  financial  history  of  the 
United  States,  and  shows  the  immense  financial  strength  of  the  coimtry 
in  a  light  never  before  thrown  xxpoa  it.  Success  in  placing  this  loan 
adds  an  issue  of  $4,000,000,000  of  bonds  shortly  to  be  outstanding  to 
the  previously  issued  $2,000,000,000  of  war  bonds  and  the  old  national 
debt  still  in  private  bonds  before  the  war.  The  new  issue  raises  many 
financial  questions  of  profound  interest  never  before  presented. 

Chief  among  these  new  problems  is  the  relation  of  the  reserve  bank- 
ing system  to  public  finance.  Figures  for  the  operation  of  the  reserve 
banks,  up  to  almost  the  close  of  the  loan  on  October  27,  show  an  increase 
in  their  holdings  of  discounted  paper  up  to  $272,000,000  protected  by 
government  obligations.  These  constitute  about  70  per  cent  of  all 
discoimts.  The  resources  of  the  system  have  thus  been  drawn  upon  in 
the  course  of  the  financing  to  only  a  very  moderate  extent;  and  the 
hope  is  that,  during  the  coming  months,  before  the  placing  of  any  new 
issue,  it  will  be  possible  to  transfer  to  the  public  the  interest  in  the  new 
securities  represented  by  the  rediscoimts  of  member  and  non-member 
banks  secured  by  government  obligations. 

The  first  loan  had  a  notably  satisfactory  result  in  this  respect,  but  a 
small  amoimt  of  such  rediscoimts  remaining  in  the  hands  of  the  banks 
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at  the  end  of  thirty  days  from  the  conclusion  of  the  operation.  Probably 
the  process  of  transfer  will  be  less  speedy  on  the  present  occasion,  but  it 
will  undoubtedly  progress  steadily.  Meantime  the  notable  feature  of 
the  financing  is  seen  in  the  steady  issuing  of  the  short-term  certificates  of 
indebtedness  put  out  by  the  Treasury  as  a  means  of  meeting  current 
needs.  These  short-time  certificates  have  operated  to  provide  a  means 
whereby  the  funds  of  the  conmiunity  have  been  regularly  drawn  off  for 
public  use,  without  any  dangerous  congestion  or  imavailability  of  fimds 
such  as  would  inevitably  have  occurred  under  the  old  subtreasury 
system.  The  certificates  of  indebtedness,  being  made  payable  at  any 
Federal  Reserve  bank  through  which  they  were  purchased,  and  being 
held  chiefly  by  banks  as  a  short-time  investment,  afforded  a  means  of 
providing  exchange  for  use  in  paying  the  subscriptions  to  long-term 
bonds.  Certificates  were  thus  tendered  to  Federal  Reserve  banks  in 
payment  for  bonds  subscribed  by  banks  and  their  clients,  while  the 
fimds  resulting  from  purchases  both  of  certificates  and  bonds  were  left 
on  deposit  with  the  institutions  through  which  the  subscriptions  were 
placed  until  actually  needed  to  meet  government  obligations.  The  whole 
process  has  thus  been  smoothed  and  made  as  nearly  free  from  friction  as 
would  be  possible  in  so  inclusive  an  operation.  This  effort  to  ease  the 
effects  of  the  borrowing  is  the  more  necessary  because  of  the  increase  of 
tentative  estimates  of  outlay  for  the  current  year  to  nearly  $20,000,- 
000,000,  while  available  sources  of  taxation  at  their  maximum  yield  will 
produce  not  to  exceed  one-fifth  of  that  sum,  and  probably  an  amount 
materially  below  it. 

Thus  far,  the  chief  direct  and  visible  results  of  the  war  financing 
upon  financial  conditions  in  general  have  been  (i)  increase  in  the  rates 
of  interest  paid  by  private  enterprises  for  both  short-  and  long-term 
capital  and  accomodation,.  (2)  withdrawal  of  private  buying  support 
from  the  usual  investment  markets,  and  hence  reduction  or  downward 
tendency  of  security  prices,  and  (3)  changes  in  the  character  of  business 
at  banks,  industrial  enterprises  being  paid  in  "cash*'  for  government 
orders  while  this  cash  is  obtained  through  the  borrowing  process  already 
described. 

THE  GOLD  "embargo" 

Incident  to  the  effects  of  the  war  financing  has  been  a  movement 
of  gold  out  of  the  coimtry  amounting  during  the  year  thus  far  to  more 
than  $100,000,000  net.  This  exportation  has  been  due  to  a  variety 
of  factors,  among  them  the  disturbances  of  foreign  exchange,  which  have 
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produced  conditions  in  neutral  countries  favorable  for  arbitrage  opera- 
tions. Other  influences  have  been  found  in  the  existence  of  unfavorable 
balances  of  trade  with  various  countries,  which  in  former  days  would 
have  been  settied  by  triangular  exchange  adjustments  involving  some 
third  nation  with  which  our  balance  was  favorable.  Special  importa- 
tions due  to  war  requirements  have  in  some  cases  increased  tins  un- 
favorable balance. 

The  movement  of  gold  had,  by  September  7,  reached  proportions 
which  called  for  action,  and  on  that  date  the  President  consequently 
issued  his  Executive  Order  and  Proclamation  vesting  in  the  Secretary 
of  the  Treasury  authority  (derived  from  the  act  of  Jime  15,  1917)  to 
regulate  the  movement  of  "coin,  bullion,  and  currency."  This  authority 
had  been  exercised  through  the  Federal  Reserve  Board,  and  gave  rise 
to  the  instructions  or  regulations,  issued  on  September  21  by  that  body, 
for  the  control  of  these  movements. 

The  regulations  thus  issued  contained  three  chief  elements:  (i)  a 
limitation  upon  the  amount  of  gold  to  be  taken  abroad  by  travelers  to 
$300  for  each  adult;  (2)  an  announcement  that  shipments  of  foreign 
and  domestic  paper  currency  (except  good  certificates)  would  ordinarily 
not  be  interfered  with;  and  (3)  the  statement  of  a  policy  with  respect  to 
gold  expressed  as  follows: 

It  will  be  the  general,  policy  of  the  Board  not  to  authorize  the  exportation 
of  gold  unless  the  shipment  applied  for  is  shown  to  be  connected  in  a  direct 
and  definite  way  with  a  corresponding  importation  of  merchandise  for  con- 
sumption in.  the  United  States,  but  in  any  case  authorization  will  be  granted 
only  where  the  exportation  of  gold  in  payment  for  such  merchandise  is  found 
to  be  compatible  with  the  public  interest.  In  reaching  its  conclusion,  however, 
the  Board  will  omsider  all  attending  circumstances  in  each  particular  case. 

It  is  the  latter  point  that  is  of  chief  interest  in  this  connection,  be- 
cause it  lays  down  in  a  concrete  way  the  idea  that  shipments  of  gold 
must  be  sanctioned  chiefly  as  a  direct  return  for  merchandise.  This,  of 
course,  is  a  departure  from  the  usual  conditions  obtaining  in  international 
trade,  where  gold  is  ordinarily  shipped  to  settie  balances  growing  out  of 
large  merchandise  movements  and  corresponding  to  no  particular 
consignment.  The  new  policy  tacitiy  implies  that  the  real  purpose  in 
view  is  that  of  controlling  trade — that  is  to  say,  of  judging  from  definite 
data  whether  or  not  a  given  proposed  transaction  is  "compatible  with 
public  interest,"  because  the  goods  to  be  purchased  are  needed  in  the 
maintenance  of  national  welfare.    Other  transactions  may  evidentiy 
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continue  if  foreign  sellers  are  willing  to  accept  payment  in  some  form  of 
credit — securities,  bank  credits,  or  government  obligations. 

International  trade  is  thus  put  upon  an  entirely  new,  and  conceivably 
very  restricted,  basis,  inasmuch  as  entirely  new  and  much  narrower 
modes  of  settlement  or  payment  are  left  open.  This  would  be  true  even 
without  the  strict  control  of  merchandise  exports  and  imports  which 
is  being  exercised  under  the  "Trading  with  the  Enemy"  act.  By  way 
of  completing  and  rendering  effective  the  embargo,  the  Federal  Reserve 
Board  has  requested  banks  not  to  "earmark"  gold.  This  practice  of 
earmarking  has  been  conunon  in  recent  years,  due  to  the  desire  of  foreign 
banks  to  establish  special  trust  funds  on  deposit  with  American  banks, 
which  could  then  be  used  as  a  basis  for  the  issue  of  notes  or  for  other 
purposes.  The  effect  of  such  earmarking  b  to  hoard  the  gold  so  used, 
and  thus  to  withdraw  it  from  employment  as  a  banking  reserve.  The 
change  in  methods  resulting  from  the  embargo  and  the  prohibition  of 
earmarking  thus  necessitates  an  alteration  in  the  habits  of  the  foreign 
institutions  which  had  resorted  to  this  mode  of  dealing  with  gold  in  the 
United  States. 

CONTROL  OF  INTERNATIONAL  TRADE 

Complementary  to  the  gold  embargo  is  the  almost  complete  control 
of  international  trade  established  by  virtue  of  the  so-called  Espionage 
act  (June  15,  1917),  coupled  with  the  "Trading  with  the  Enemy"  act 
(Oct.  5,  1917).  Taken  together,  these  two  acts  provide  entire  control 
over  both  importation  and  exportation — ^fimctions  now  vested  in  the 
"War  Trade  Board"  by  the  President's  proclamation  made  public  on 
October  15.  A  license  system  imder  which  permission  both  for  importa- 
tion and  shipment  of  goods  is  necessary  is  being  gradually  developed;  and 
it  may  be  expected  that  at  an  early  date  there  will  be  a  thorough  con- 
trol of  foreign  trade.  This  should  eventually  solve  the  "gold  problem" 
in  the  really  effective  way — ^by  cutting  off  trade  except  in  those  articles 
in  which  business  is  actually  desired. 

The  control  thus  exercised  cannot  be  expected  to  exert  the  same 
influence  as  in  Europe,  owing  to  the  great  extent  and  industrial  scope  of 
the  United  States  which  permits  the  manufacture  within  our  own  borders 
of  practically  every  consumable  commodity,  or  of  some  more  or  less 
satisfactory  substitute  therefor.  Control  of  transportation,  through  a 
system  of  "priorities"  already  in  operation  and  through  the  power  to 
direct  the  distribution  of  coal,  may  largely  accomplish  in  domestic 
business  what  the  system  of  international  trade  oversight  just  sketched 
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will  do  in  foreign  trade.  All  in  all,  a  very  powerful  grasp  upon  business 
both  in  volume  and  direction  has  been  established;  and  of  this  the  best 
exemplification  is  seen  internationally.  Taken  in  conjimction  with  the 
fact  that  both  the  building  and  operation  of  ships  are  practicaUy  in  the 
hands  of  the  government,  the  new  powers  of  restriction  and  oversight 
virtually  enable  the  government  to  direct  our  industrial  powers  as  it 
chooses.  The  inmiediate  consequence  of  this  situation  is  imdoubtedly 
to  be  that  of  reducing  the  conunanding  position  we  had  been  rapidly 
acquiring  in  international  commercial  affairs,  since  oiu:  powers  will  now 
be  chiefly  addressed  to  the  task  of  providing  war  material.  It  would 
seem  inevitable  that  the  flourishing  foreign  trade  which  had  fallen  into 
oiu"  hands  in  so  many  branches  should  now  decline  in  scope,  due  to  the 
diversion  of  our  energies  and  attention,  as  well  as  of  all  available  means 
of  transportation,  to  other  fields  of  work.  This  may,  however,  be  ac- 
complished with  less  or  more  disturbance  to  imderlying  business  con- 
ditions according  to  circumstances  and  the  wisdom  and  skill  of 
methods  of  administration.  These  are  still  to  be  developed  in  their  full 
application* 
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Social  Diagnosis.  By  Mary  E.  Richmond.  New  York:  Russdl 
Sage  Foundation,  1917.    8vo,  pp.  511.    $2.00. 

This  is  a  textbook  for  social  workers — to  be  precise,  for  "case 
workers."  "Case  workers"  are  social  workers  whose  function  is  to  deal 
with  individuals  and  families  rather  than  conununities. 

The  origin  and  purpose  of  this  book  are  stated  in  the  Preface: 

Fifteen  years  ago  I  began  to  take  notes,  gather  illustrations  and  even 
draft  a  few  chapters  for  a  book  on  Social  Work  in  Families.  In  it  I  hoped 
to  pass  on  to  the  younger  people  coming  into  the  charity  organization  field 
an  explanation  of  the  methods  that  their  seniors  had  found  useful.  It  soon 
became  apparent,  however,  that  no  methods  or  aims  were  peculiarly  and  solely 
adapted  to  the  treatment  of  the  families  that  fotmd  their  way  to  a  charity 
organization  society;  that,  in  essentials,  the  methods  and  aims  of  social  case 
work  were  or  should  be  the  same  in  every  type  of  service,  whether  the  subject 
was  a  homeless  paralytic,  the  neglected  boy  of  drunken  parents,  or  the  widowed 
mother  of  small  children.  Some  procedures,  of  course,  were  peculiar  to  one 
group  of  cases  and  some  to  another,  according  to  the  special  social  disability 
under  treatment.  But  the  things  that  most  needed  to  be  said  about  case  work 
were  the  things  that  were  conmion  to  all.  The  division  of  social  work  into 
departments  and  specialties  was  both  a  convenience  and  a  necessity;  funda- 
mentals remained,  however. 

Social  Diagnosis  is,  in  short,  the  first  notable  attempt  to  formulate 
the  practices  and  fund  the  experience  gathered  by  social  workers  during 
a  quarter-century  of  clinical  practice  and  experiment.  During  this 
time  welfare  work,  or  social  work,  to  use  the  language  of  the  present 
volume,  has  become  an  occupation  and  a  profession.  There  were  in 
1915,  for  example,  3,968  social  workers  employed  in  salaried  i>ositions 
in  New  York  City  by  private  agencies  alone.  Of  these  the  author  esti- 
mates that  2,200  were  in  social  agencies  doing  case  work.  The  others 
were  engaged  in  whole  or  in  part  in  "conununity  movements,  research 
and  propaganda."  The  present  voliune  is  based  in  a  very  definite  way 
upon  the  experience  of  these  2,200  case  workers  and  of  others  in  agencies 
throughout  the  United  States. 

In  191 1,  when  Mary  Richmond  became  a  member  of  the  staff  of  the 
Russell  Sage  Foundation,  she  set  out  to  gather  and  formulate  the  experi- 
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ence  of  workers  in  all  fields  in  which  social  case  work  was  used  in  the 
United  States.  At  the  outset  she  availed  herself  of  notes  and  sugges- 
tions contained  in  fugitive  or  unpublished  papers  of  other  writers  whose 
experience  in  certain  lines  of  social  work  had  led  them  to  reflect  upon 
its  methods  and  technique.  In  addition  to  this  a  systematic  study  was 
made  of  the  records  of  five  different  cities  of  the  United  States  by  two 
experienced  case  workers.  The  differences  of  method  were  carefully 
noted.  The  facts  in  regard  to  sources  of  information  used  in  making 
diagnoses  were  reduced  to  statistical  form  for  comparison. 

The  task  of  the  author  has  been  to  reduce  this  mass  of  concrete 
materials  to  its  elements;  to  classify,  organize,  and  digest  it;  to  con- 
struct, in  short,  out  of  an  accumulation  of  observation,  suggestion,  and 
practice  a  working  system  of  concepts  and  ideas.  The  task  has  been 
well  done.  With  this  book  social  welfare  work  has  ceased  to  be  a  mere 
body  of  traditional  practices  and  is  in  a  way  to  become  a  science.  We 
now  have  a  fairly  precise  language  in  which  to  describe  social-welfare 
facts  and  a  technique  for  discovering,  testing,  and  interpreting  them. 
Social  work  thus  becomes,  not  merely  beneficent,  but  intelligible. 

It  is  impossible  by  any  mere  catalogue  of  contents  to  give  an  ade- 
quate conception  of  the  wealth  of  material  contained  in  this  volume. 
The  first  chapter  reviews  briefly  the  early  attempts  to  base  social  welfare 
work  on  investigation  rather  than  good  will  and  coiomon  sense.  The 
remaining  foiu:  chapters  of  Part  I  are  devoted  to  a  discussion  of  what 
the  author  calls  social  as  distinguished  from  l^;al  or  court  evidence.  The 
fimdamental  distinction  here  is  not  logical  but  practical.  The  differ- 
ence between  social  facts  and  l^;al  facts  is  the  difference  in  point  of 
view  between  the  social  worker  and  the  lawyer. 

Part  II  is  a  description  of  the  present  practices  of  social  workers 
so  far  as  concerns  the  investigation  of  individuals  and  the  family. 
Separate  chapters  discuss  "the  first  interview,"  sources  of  information, 
such  as  relatives,  schools,  employers,  social  agencies,  medical,  neighbor- 
hood, and  dociunentary  sources. 

Part  in  consists  of  a  series  of  questionnaires  indicating  the  kind  of 
information  that  is  important  to  look  for  in  the  investigation  of  different 
types  of  cases,  for  example:  the  inmiigrant  famUy,  the  deserted  or 
widowed  mother,  the  n^lected  child,  the  unmarried  mother,  the  blind, 
the  insane,  the  homeless  man. 

Although  it  was  written  primarily  for  a  special  class  of  social  workers. 
Social  Diagnosis  will  interest  every  student  of  the  social  sciences  who 
believes  that  sociology  is  ever  to  be  anything  more  than  a  philosophy  of 
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history  or  an  appanage  of  social  psychology.    What  one  sees  in  this 

book  is  social  practice  struggling  to  lift  its  problems  to  the  plane  of  the 

general  and  conceptional  point  of  view;  allying  itself  thus  with  the  great 

body  of  systematic  knowledge  we  call  science.    Social  practice  is  doing 

this,  not  for  the  sake  of  science,  but  in  an  effort  to  perpetuate  and  justify 

its  own  traditions  and  technique.    It  is  just  in  this  way  that  exact 

knowledge  has  grown  up  and  superseded  speculation  in  every  field  of 

science.    Social  Diagnosis  is  interesting  merely  as  an  illustration  of  this 

process. 

Robert  E.  Pakk 
Univeksity  of  Chicago 


GovemmetU  Telephones:  The  Experience  of  Manitoba,  Canada. 
By  James  Mavor.  New  York:  Moffatt,  Yard  &  Co,,  1916. 
8vo,  pp.  viii+176. 

The  establishment  of  the  government  ownership  and  operation  of 
telephones  in  the  province  of  Manitoba,  according  to  Professor  Mavor's 
searching  historical  analysis,  has  been  a  most  unsavory  affair.  Cer- 
tainly it  involved  features  most  discreditable  to  the  political  party 
responsible  for  it.  This  is,  however,  only  part  and  not  the  worst  of  a  long 
record  of  political  fraud  imequaled  by  that  of  any  other  government  in 
Canada.  The  establishment  was  a  move  to  bolster  up  the  political 
f  ortimes  of  a  party  declining  in  the  estimation  of  the  people,  and  its  opera- 
tion was  always  dictated,  not  by  soimd  business  principles,  but  by  the 
political  exigencies  of  the  times.  The  extension  of  the  system  into  rural 
districts  was  a  particularly  useful  expedient,  especially  just  before 
elections.  Professor  Mavor  doubts  whether  the  system  would  have 
fared  better  in  the  hands  of  the  Liberal  party.  Unf ortimately  it  is  now 
impossible  for  the  Liberal  party,  which  is  at  present  in  power,  to  undo 
much  of  the  harm  done.  The  payment  of  an  excessive  purchase  price 
(which,  according  to  Professor  Mavor,  the  Liberals  exaggerate),  the 
failure  to  provide  adequate  funds  for  maintenance  and  depreciation,  and 
the  general  doud  under  which  the  operation  of  the  system  from  first  to 
last  lies  are  handicaps  which  it  will  be  hard  to  remove.  Professor  Mavor 
tells  a  startling  story  of  wrongdoing  that  destroyed  all  that  the  tele- 
phone commissioners  (competent  men)  undertook  in  the  way  of  efficient 
management. 

While  written  in  an  admirable  style  and  well  arranged,  the  book  fails 
fully  to  convince  the  analytical  reader.  It  is  a  well-known  fact  that 
Professor  Mavor's  conclusions  on  the  question  of  public  ownership  and 
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operation  had  been  arrived  at  long  before  this  study  was  begun.  The 
introduction  is  a  statement  of  the  general  arguments  i^inst  public 
ownership  and  operation.  The  condusion  is  a  statement  of  how  the 
Manitoba  experience  exemplifies  these  principles.  Nowhere  in  the 
book  does  one  find  a  systematic  treatment  of  the  merits  of  the  system 
either  in  Manitoba  or  elsewhere.  Professor  Mavor  argues  that  the 
service  in  Manitoba  has  not  been  improved  as  much  or  the  rates  reduced 
as  much  as  was  promised.  The  reader  is,  however,  quite  convinced 
that  the  system  was  run  at  a  loss  and  that  instead  of  a  surplus  a  deficit 
should  have  been  reported  in  the  early  years  of  government  operation, 
but  he  is  not  convinced  that  the  favorable  side  of  the  question  of  govern- 
ment ownership  and  operation  has  been  given  its  dues.  Moreover, 
while  one  may  fed  quite  sure  that  it  never  had  a  fair  chance  in  Manitoba, 
few  persons  would  admit  that  the  Manitoba  experience  could  not  be 
improved  upon  by  other  governments.  It  is  conceivable  that  Professor 
Mavor  would  have  strengthened  his  argument  and  would  have  been  more 
convincing  had  he  treated  one  side  of  the  question  as  systematically  as 
the  other.  Otherwise  it  would  have  been  better  to  have  omitted  alto- 
gether the  introduction  which  deab  with  government  ownership  at 
large.  This  would  have  made  the  book  a  monograph  on  the  Manitoba 
experience.  As  it  stands  now,  it  is  another  argument  against  govern- 
ment ownership  and  operation  at  large. 

W.  J.  Donald 
Toronto,  Onta&io 

Mohammedan  Theories  of  Finance,    By  Nicholas  P.  Aghnides. 

New  York:  Longmans,  Green,  &  Co.,  1916.    Pp.  540.    $4.00. 

It  is  not  to  be  inferred  from  the  given  title  that  the  book  is  an  all- 
inclusive  study  of  the  Mohammedan  theories  of  finance.  The  author 
lays  no  claim  to  an  exhaustive  review  of  the  subject-matter  in  hand. 
ICs  interests  cover  neither  the  ancient  Arab  and  later  Saracen  theories 
and  practices  of  finance  nor  yet  the  systems  of  revenue  and  taxation 
of  the  late  modem  Mohammedan  countries.  He  is  concerned  soldy 
with ''  the  theories  evolved  by  Mohammedan  writeirs  in  conformity  with 
the  principles  of  sharlah  (revelation)  on  the  basis  of  the  financial  prac- 
tices of  the  early  Mohanmiedan  state,  particularly  during  the  caliphship 
of  Omar"  (p.  199). 

By  implication,  the  will  of  God  and  the  obligation  to  maintain  wor- 
ship are  the  basis  of  the  dvil  as  well  as  the  religious  institutions  of  the 
Moslem  world.    Accordingly,  the  author  devotes  the  first  part  of  the 
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book  to  a  rather  exhaustive  and  even  pamfully  detailed  description  of 
the  origin  and  authenticity  of  Mohammedan  law  which  seems  to  consist 
in  a  synthesis  of  the  Koran,  the  sa3dngs  and  doings  of  the  Prophet, 
judicial  decisions,  etc. 

Part  II  is  given  over  to  the  discussion  of  the  main  theme  as  indicated 
by  the  title  of  the  book.  Here  the  author  is  occupied  mainly  in  tracing 
the  various  ramifications  of  the  tax  known  as  zakaty  meaning  alms  or 
charity.  This  tax  is  levied  on  land,  cattle,  crops,  and  other  forms 
of  property,  and  in  most  cases  the  resulting  revenue  is  distributed 
personally  by  those  who  are  so  taxed  to  the  beneficiaries  of  the  tax, 
which  include,  among  others,  the  poor,  the  wanderer,  the  pilgrim,  and 
the  convert.  And  although  the  people  are  enjoined  by  holy  writ  to  a 
faithful  performance  of  this  obligation  toward  the  needy,  yet  the  tech- 
nicalities to  which,  according  to  the  author,  resort  may  be  had  to  evad^ 
the  zak(U  are  of  the  nature  which  might  well  serve  as  object-lessons 
to  the  profession  of  modem  legal  pettifoggery.  The  sakat  seems  to 
correspond  in  many  respects  to  the  poor-rates  which  were  common 
in  early  modem  England.  However,  the  question  whether  or  not  like 
circumstances  gave  rise  to  the  former  as  to  the  latter  is  overlooked 
entirely. 

Other  sources  of  revenue  enumerated  are:  mines,  poll-tax,  spoils  of 
war,  and  treasure  trove. 

On  the  whole,  the  book  must  be  regarded  as  a  creditable  result  of 
tireless  effort  of  which  the  purpose  is  to  throw  some  light  upon  an  ancient 
and  crude  but  yet  a  definite  system  of  public  finance.  However,  the 
extent  of  its  appeal,  even  to  the  most  enthusiastic  antiquarian,  is  a 
matter  of  conjecture,  since  the  patience  and  industry  required  even  for 
a  tolerably  intelligent  understanding  of  the  text  is  only  surpassed  by 
the  patient  diligence  of  the  author  in  the  collection  and  presentation  of 
the  material. 

Presumably  the  use  of  nmnerous  technical  foreign  terms  is  inevitable 
in  an  investigation  of  this  nature,  but  the  impression  of  an  almost  studied 
effort  at  mystification  might  have  been  avoided  without  much  sacrifice. 
For  instance,  it  is  doubtful  if  the  statement,  ''The  conditions  of  zakafs 
being  wajib*^  (p.  213),  is  more  to  the  purpose  than  it  would  have  been  if 
the  term  "obligatory** — the  equivalent  of  wajib — ^were  substituted  for 
the  last  term  in  the  sentence.  Many  instances  of  this  character,  the 
reading  and  the  meaning  of  which  might  have  been  simplified,  may 
prove  serious  obstacles  to  the  proper  utilization  and  appreciation  of  this 
work  in  the  hands  of  the  student. 

Leon  Asdzrooni 
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English  and  American  Tool  Builders.   By  Joseph  Wickham  Roe.    New 

Haven:  Yale  University  Press,  1916.    8vo,  pp.  294.    $3.00  net. 

The  progress  of  the  industrial  arts  depends  directly  upon  the  invention  and 
improvement  of  machine  tools.  Modem  manufacturing  processes  have  been 
made  possible  only  as  a  result  of  the  inventions  of  the  tool-makers  of  the  last 
century  and  a  half.  Realizing  this  fact,  it  seems  strange  that  so  little  attention 
has  been  given  to  the  lives  and  history  of  the  men  who  made  this  development 
possible.  This  neglect,  however,  may  be  understood  when  we  take  into  con- 
sideration certain  universal  human  characteristics.  The  achievements  of  the 
present  and  future  always  seem  to  occupy  the  public  mind  to  the  exclusion  of 
those  of  the  past.  And  when  a  glance  at  the  past  is  taken,  it  is  always  those 
deeds  which  are  spectacular  and  which  have  produced  residts  immediately 
apparent  which  attract  the  greatest  attention.  Thus  the  prosaic,  silent  work 
of  the  tool-builders,  despite  its  fundamental  importance  and  far-reaching  con- 
sequences, has  been  strangely  neglected. 

This  book  therefore  fills  an  important  place.  The  important  tool-builders 
of  the  period  horn  1775  to  1850,  during  which  practically  all  the  modem  toob 
were  developed,  were  almost  without  exception  English.  The  lives  and  works 
of  these  men,  fascinating  in  themselves,  are  told  in  a  straightforward  style 
which  causes  the  casiud  reader  to  read  on  and  on.  The  picture  one  sees  behind 
the  words  b  a  picture  of  men  of  strength  and  power  using  all  their  cunning  to 
make  the  forces  of  nature  do  their  bidding. 

Interesting  chapters  in  the  history  of  the  English  tool-builders  of  this 
period  treat  of  John  Wilkinson,  a  manufacturer  of  cannon,  who  by  the  inven- 
tion of  an  accurate  boring  machine  made  Watt's  steam  engine  commercially 
successful;  Joseph  Braham,  the  inventor  and  manufocturer  of  locks,  whose 
shop  was  the  training  school  of  many  later  famous  inventors ;  Samuel  Bentham, 
inspector-general  of  the  British  navy;  Marc  Brunei,  engaged  in  engineering  in 
America  for  many  years,  who  together  with  Bentham  developed  a  complete 
set  of  ship-block  machinery  of  almost  modem  form;  Henry  Maudslay,  who  by 
combining  a  wonderful  mechanical  skiU,  a  pleasing  personality,  and  an 
unequaled  inventive  capacity  became  the  unquestioned  leader  in  the  develop- 
ment of  machine  tools;  the  group  of  inventors  of  the  metal  planer;  the  mathe- 
maticians who  worked  out  the  modem  S3rstem  of  gearing;  Fairbaim,  the 
builder  of  iron  ships;  Bodmer,  the  gunmaker;  Nasm3rth,  the  inventor  of  the 
steam  hammer;  and  Whitworth,  the  developer  of  higher  standards  of  accuracy. 

Up  to  1850  practically  all  of  the  improvements  in  the  design  of  tools  were 
made  in  England.  A  few  good  mechanics  were  at  work  in  New  England  during 
the  last  part  of  the  eighteenth  century,  but  the  restrictive  policy  of  England 
and  the  lack  of  a  wide  market  prevented  them  from  suppl3ang  more  than 
local  needs. 

The  author  attributes  the  rise  of  American  tool-builders  after  1850  largely 
to  the  S3rstem  of  interchangeable  manufacture  and  the  general  use  of  accurate- 
working  gaxiges.    The  system  of  interchangeable  manufactiure  was  first  iised 
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in  the  manufacture  of  fireanns.  Eli  Whitney,  the  inventor  of  the  cotton  gin, 
Simeon  North,  Samuel  Colt,  Pratt  &  Whitney,  and  Robbins  &  Lkwrence  were 
the  principal  manufacturers  of  arms  who  developed  this  system,  and  their  lives 
and  work  are  narrated  in  detail. 

The  work  of  Brown  &  Sharpe,  who  did  much  to  increase  the  accuracy  of 
measurements,  forms  an  interesting  chapter,  and  the  remainder  of  the  book 
narrates  the  spread  of  tool-building  from  Rhode  Island  through  central  New 
England,  the  growth  of  the  brass  industry  in  the  Naugatuck  Valley,  the  rise 
of  Philadelphia  as  a  great  tool-building  center,  and  the  development  of  western 
machine-shops  since  1880.  These  last  chapters  are  a  chronicle  of  the  achieve- 
ments of  a  great  number  of  firms  both  large  and  small. 

It  woidd  be  imfair  to  say  that  the  important  lines  of  development  of 
machine  tools  have  been  lost  sight  of  by  the  author,  for  except  in  the  last  few 
chapters  these  are  kept  well  in  mind.  While  it  b  true  that  the  book  is  in 
reality  a  series  of  interesting  anecdotes,  yet  taken  as  a  whole  it  is  a  well- 
balanced  history  of  the  lives  and  work  of  the  more  important  English  and 
American  tool-builders  from  1775  to  the  present  time. 


Contemporary  Politics  in  the  Far  East.     By  Stanley  K.  Hornbeck. 
New  York:  D.  Appleton  &  Co.,  1916.    Svo,  pp.  xii+466.    $3 .  00  net. 

Within  the  last  two  decades  many  books  have  been  written  on  Japan,  on 
China,  and  on  the  broader  oriental  questions.  Some  have  been  ^[>ecial 
treatises,  others  very  general;  few  have  been  devoted  to  the  purely  political 
problems  and  none  have  been  addressed  to  the  giving  of  a  brief  history  of 
Chinese  and  Japanese  politics  as  they  bear  on  the  present  crisis  in  the  Far  East. 
Professor  Hornbeck,  one-time  instructor  of  law  in  the  Chekiang  Provincial 
College  and  in  the  Mukden  Law  College,  has  made  a  first-hand  study  of  the 
political  problems  of  the  Orient  and  gives  in  this  book,  partly  out  of  his  own 
esperience,  a  story  of  the  genesis  and  development  of  the  ''prominent  institu- 
tions, motives,  and  forces"  which  underlie  and  contribute  to  the  present  situa- 
tion. The  object  of  the  book  is  to  combine  the  political  features  in  such  a  way 
as  to  furnish  a  background  for  a  study  of  present  and  future  tendencies  in  Far 
Eastern  politics. 

The  work  is  written  in  two  parts.  The  arrangement  of  the  first  part  is 
topical  rather  than  chronological  and  has  involved  considerable  repetition; 
however,  the  story  is  amiulative,  each  succeeding  topic  leading  to  the  last  part. 
Book  I  treats  of  the  political  history  of  China  and  Japan;  it  describes  how 
the  Chinese  people,  holding  to  laissez-faire  and  ''responsible  govenmient," 
brought  about  the  downfall  of  the  old  regime,  inaugurated  the  provisional 
government,  and  incidentally  laid  bare  the  Empire  to  the  inroads  of  the 
foreign  powers;  it  tells  how  the  Japanese  nation,  holding  to  "paternalism" 
and  "divine  right,"  brought  about  the  transition  from  feudalism  to  modem 
times  with  little  more  than  a  social  tremor  and  placed  the  Empire  in  the  front 
rank  of  world-powers. 
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To  a  discussion  of  contemporary  relations  between  China,  Japan,  and  the 
United  States,  the  writer  in  Book  n  addresses  his  most  serious  thoughts.  The 
recent  conquest  of  Korea  and  Manchuria,  the  open-door  policy,  the  recent 
capture  of  Kiaochow  by  the  Japanese,  Japan's  Monroe  Doctrine  for  Asia,  and 
the  demands  of  the  latter  against  China  in  191 5  are  taken  up  and  developed  as 
separate  problems  as  they  bear  on  the  future  of  these  coimtries.  The  writer 
states  that  the  non-exclusive  "protective  alliance"  proclaimed  for  the  Far  East 
by  the  Japanese  stands  as  the  most  stupendous  event  in  recent  history  of  the 
Orient.  The  significance  and  effects  of  this  most  daring  coup  d'fUU  will  be 
realized  only  after  the  glamor  of  the  present  war  has  passed  away. 

America  has  an  interest  in  the  Far  East.  We  forced  ourselves  upon  China 
and  Japan  and  compelled  them  to  open  their  doors  to  our  civilization;  we 
practically  coerced  them  to  acc^t  relations  with  ourselves  and  compelled  them 
to  use  in  self-defense  "instruments  and  policies  patterned  on  ours."  Thus  we 
have  made  ourselves  parties  to  the  present  problem.  The  question  arises, 
can  we  withdraw  from  the  scene  and  allow  events  to  shape  the  future  by 
themselves  ?  "  No  amount  of  present  indifference  will  alter  the  fact  that  some 
day  we  shall  insist  that  our  wishes  as  to  political  settlements  and  commercial 
opportunities  in  the  Pacific  shall  be  given  due  consideration."  In  light  of  the 
fact  that  tremendous  changes  are  taking  place  in  China;  that  invaluable 
financial  and  commercial  interests  affecting  the  entire  world  are  being  bartered 
away;  that  the  entire  political  and  economic  future  of  the  Orient,  even  the 
nature  of  world-civilization  itself,  is  in  the  balance — ^in  light  of  all  these  facts, 
can  the  American  people  afford  to  postpone  longer  a  definition  of  their  policy 
in  the  Far  East  ?  The  writer  suggests  no  line  of  action;  his  analysis  clearly 
points  out  that  danger  awaits  further  dday. 


Die  ArbeitS'  und  PacfUgenossenschaften  Italiens.    By  W.  D.  Preyer. 

Jena:  Gustav  Fischer,  1913.    8vo,  pp.  228.    M.  6. 

This  work  on  the  origin,  organization  and  operation,  residts  and  possi- 
bilities of  the  Italian  co-operative  societies  organized  to  construct  public 
works  and  to  lease  agricultural  land  will  be  of  great  interest  to  students  of  labor, 
of  industrial  organizations,  and  of  agricidtural  economics. 

The  societies  organized  to  engage  in  the  construction  of  public  works 
are  confined  to  Emilia.  They  are  an  outgrowth  of  imions  organized  imder 
pressure  of  great  unemployment  to  improve  the  conditions  of  the  laborers  by 
raising  wages  and  shortening  hours.  The  ever-increasing  demands  of  the 
laborers  pressed  hard  upon  the  contractors  who  were  held  to  a  fixed  price  by 
their  contracts.  In  1883  a  contractor,  pressed  by  the  union,  foimd  it  more 
profitable  to  abandon  the  work  and  pay  a  forfeit  rather  than  meet  the  demands 
of  the  workers.  The  union  organized  itself  into  a  co-operative  society  and 
completed  the  work  to  the  satisfaction  of  the  authorities.  This  was  the 
beginning  of  co-operative  societies  engaged  in  the  construction  of  public 
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works.  Encouraged  by  the  state  they  gradually  increased  until  on  Decem- 
ber 31,  1910,  they  numbered  1,017  with  94,738  members.  A  number  of  these 
societies  lease  agricultural  land  which  they  cultivate  to  relieve  unemployment. 

The  purely  leasing  societies  occur  principally  in  Sicily  and  central  and 
south  Lombardy.  The  economic  situation  giving  rise  to  them  the  author 
holds  to  be  the  large  estates  leased  to  large  lessees  who  in  turn  subdivide  the 
land  among  small  holders  or  cultivate  it  intensely  i^xm  a  large  scale.  Where 
the  cidtivation  is  extensive  and  the  number  of  laborers  employed  few,  co- 
operative societies  have  not  developed.  The  leasing  societies  are  the  outgrowth 
of  unions  organized  to  improve  the  condition  of  the  agricultural  population 
which  after  bitter  struggles  determined  it  was  to  their  profit  to  eliminate  the 
unnecessary  large  lessee. 

The  book  contains  an  excellent  discussion  of  the  organization  and  operation 
of  the  several  types  of  societies,  their  technical  administration,  their  financing, 
and  their  political  relations.  The  estimate  of  their  results  is  highly  favorable 
to  the  societies.  The  societies  engaged  in  the  construction  of  public  works 
have  performed  the  work  as  well  and  as  cheaply  as  private  contractors,  and 
more  expeditiously  and  with  fewer  disputes  over  the  conditions  of  the  om- 
tracts.  The  leasing  societies  have  materially  improved  agricultural  technique 
and  have  brought  peace  where  formerly  discord  reigned. 

The  last  section  of  the  book  discusses  the  possible  uses  of  the  societies  in 
solving  the  agricultural  troubles  of  Romagna  and  as  a  means  of  colonizing  the 
south,  which  suffers  from  lack  of  population. 

The  author  knows  Italian  conditions  at  first  hand.  Although  distinctly  sym- 
pathetic the  tone  of  the  work  is  tempered  and  conservative.  One  only  wishes 
for  a  more  detailed  and  exhaustive  account  of  this  most  interesting  subject. 

Appendixes  contain  extracts  of  the  statutes  regulating  co-operative  societies 
and  the  constitution  of  a  leasing  society. 
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THE  MAKING  OF  RATES  FOR  WORKMEN'S 
COMPENSATION  INSURANCE 

Perhaps  no  phase  of  workmen's  compensation  insurance  is  more 
interesting,  or  less  familiar,  to  the  layman  than  the  principles  and 
practice  of  rate-making.  If  the  interested  layman  be  an  employer, 
he  has  been  assured  that  the  rate  for  his  establishment  is  derived 
from  actual  experience,  perhaps  even  that  the  present  rates  are  the 
most  scientific  ever  devised  by  the  wit  of  man;'  if  an  academic 
inquirer,  he  has  learned  of  pure  premiums,  loadings,  and  multipliers, 
and  of  various  formulae  for  the  calculation  of  each;  but  in  neither 
case  has  he  been  able  to  obtain  much  information  as  to  the  actual 
processes  of  rate-making.^  It  is  hoped,  therefore,  that  a  non- 
technical analysis  of  these  processes  may  be  of  value  to  that  growing 
body  of  economic  students  who  concern  themselves  with  social 
insurance. 

All  insurance  rates  are  made  up  of  two  factors:  the  ^'pure 
premium,"  or  actual  benefits  insured,  and  the  "expense  loading," 

'  CL  press  notice  of  the  National  Workmen's  Compensaticm  Service  Buieau  in 
the  New  York  Journal  of  Commerce,  March  9, 191 7. 

>See  Scattergood,  "The  Calculation  of  Workmen's  Compensation  Premium 
Rates,"  m  Annals  of  the  American  Academy,  March,  1917,  p.  355;  Synthesis  of 
Rates,  for  Workmen's  Compensation,  Fidelity  and  Casualty  Co.,  92  Liberty  St.,  New 
York. 
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or  cost  of  insurance  management/  These  primary  factors  are  so 
far  independent  that  a  separate  discussion  of  them  will  conduce  to 
clearness.  Both,  again,  are  markedly  affected  by  the  type  of 
insiurance  organization;  for  neither  the  expenses  of  management 
nor  the  initial  piure  premium  need  be  the  same  in  the  case  of  an 
insurance  monopoly  as  in  the  case  of  competing  insiurers.'  In 
this  country,  however,  the  principles  of  competitive  rate-making 
have  usually  been  applied  (at  least  ostensibly)  even  by  state 
monopolies.  At  the  same  time  the  great  bulk  of  the  business 
(probably  not  less  than  foiur-fifths  of  the  total)*  is  carried  by  com- 
peting insurers.  The  present  paper,  accordingly,  will  deal  exclu- 
sively with  competitive  rate-making,  which  is  at  once  the  more 
complex  problem  and  the  subject  of  greater  immediate  public 
interest. 

I.     PURE  PREMIUMS^ 

Two  f eatiures  sharply  distinguish  competitive  from  monopolistic 
insiurance  rate-making:  the  rates  must  be  "prospective,"  and  they 
must  cover  the  full  ultimate  cost  of  the  benefits  insiured  against. 
Both  featiures  derive  from  the  piurely  contractual  relationship  of 
insiurer  and  insiured.  A  competing  insurance  carrier  has  no  hold 
upon  its  clients  beyond  the  term  of  the  insurance  contract  (in  this 
case  usually  one  year) ;'  no  guaranty  of  their  continuance  except  its 
ability  to  win  their  patronage,  and  hence  no  power  to  collect  from 

'  Eiq>eiise  loading  does  not  appear  as  a  part  of  the  rate  in  the  case  jof  those  state- 
conductcKl  insurers  whose  eipenses  are  paid  out  of  public  revenues.  Such  insurers 
have  two  sources  of  income,  premiums  and  apprc^riations  from  the  public  treasury. 
But  in  the  case  of  these  insurers  ttie  premium  rates  do  not  represent  the  full  cost  of 
insurance. 

'  See  "The  Organization  of  Workmen's  Compensation  Insurance/'  the  Journal 
of  POUical  Economy,  XXIV,  951. 

s  See  totals  for  1915  cited  by  H.  £.  R3ran,  Annals  of  the  American  Academy,  March, 
191 7,  p.  245.  The  totals  for  1916  are  certainly  greater  by  several  millions,  but  the 
proportions  are  probably  not  much  different. 

4  In  this  country  both  the  pure  premium  (or  net  benefit  cost)  rat^  and  the  total  pre- 
mium rates  are  invariably  e]q>ressed  in  cents  per  $100  of  employers'  pay-roll.  Thus  an 
accident  cost  of  $6,000  on  an  insured  pay-roll  of  $1,000,000  would  produce  a  ''pure 
premium"  of  $0. 60.  This,  with  the  average  expense  loading  of  40  per  cent  of  total  pre- 
mium, would  give  a  premium  rate  of  $1 .00. 

*  Even  the  annual  term  is  not  fixed;  either  party  may  cancel  the  contract  at 
any  time  upon  giving  the  stipulated  notice. 
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present  policyholders  the  means  of  discharging  obligations  which 
arose  under  past  contracts.  To  be  secure  of  continued  solvency, 
such  a  carrier  must  operate  on  the  '^fuU  reserve"  plan;  that  is  to 
say,  its  premiums  must  cover,  not  only  the  payments  to  be  made 
within  the  insurance  period,  but,  as  well,  the  reserves  necessary 
for  the  final  discharge  of  all  claims  which  arise  during  the  policy 
term.'  An  insurer,  moreover,  who  relies  upon  purely  voluntary  con- 
tracts is  competitively  obliged  to  sell  insurance  at  a  stipulated  maxi- 
mimi  rate,  fixed  at  the  beginning  of  the  policy  period.  For  the 
employer  buys  insurance  to  escape  risk  and  he  is  so  intent  upon  this 
point  that  any  uncertainty  in  the  final  maximum  rate  is  a  competi- 
tive disadvantage.* 

The  pure  premiums  of  competitive  insurers,  accordingly,  are  not 
the  actual  payments  made,  or  even  the  actual  costs  incurred, 
during  an  insiirance  year,^  but  the  expected  cost  to  be  incurred 

'  Cf.  Annals  of  the  American  Academy,  March,  1917,  p.  297. 

*  A  fixed  maTimHin  rat&  of  premium  and  an  absolute  guaranty  against  losses  not 
covered  by  the  premium  are  often  said  to  characterize  joint-stock,  in  contradistinction 
from  mutual,  insurers  (cf.  Rubinow,  Social  Insurance^  p.  143).  But  this  distincticm 
is  rather  de  jure  than  de  facto.  Legally,  a  mutual  has  the  right  to  levy  assessments 
beyond  the  stipulated  premium  rate;  practically  an  assessment  would  be  fatal  to 
survival.  The  successful  mutuals  in  this  country  all  charge,  in  effect,  a  fixed  maximum 
rate.  Some  of  the  best-managed  mutuals  maintAin  as  well  a  level  rate  of  policy 
"  dividends."  The  net  rates  of  the  American  Mutual  or  the  Massachusetts  Employees' 
Insurance  Association,  for  example,  are  as  definite  and  as  well  understood  by  policy- 
holders as  the  net  rates  of  stock  companies.  In  most  of  the  states,  moreover,  insur- 
ance does  not  relieve  the  employer  of  his  liability  to  pay  compensation,  so  that  the 
"absolute  guaranty"  above  spoken  of  extends  no  further  than  the  solvency  of  his 
insurer,  whether  stock  or  mutual. 

)  The  insurance  year  is  not,  as  a  rule,  the  calendar  year,  but  the  policy  year. 
Policies  usually  are  issued  for  terms  of  one  year,  or,  if  for  a  longer  term,  are  divided 
into  years  of  account.  Thus  a  policy  issued  January  1,1916,  will  terminate  January  i , 
1917,  and  a  policy  issued  December  31, 1916,  will  terminate  December  31, 1917.  All 
premiums,  losses,  and  specifically  allocated  expenses  arising  from  policies  issued  in 
1916  are  referred  to  the  policy  year  of  issue,  1916,  so  that  the  policy  year,  or  year  of 
account,  1916,  extends,  chronologically,  from  January  i,  1916,  to  December  31, 191 7, 
and  overlaps,  in  point  of  time,  the  3rears  of  issue  1915  and  1917.  This  practice  arises 
from  the  desire  of  insurers  to  distribute  their  business  evenly  throughout  the  year. 
As  a  matter  of  accounting  it  occasions  no  confusion  and  is,  indeed,  the  only  feasible 
method,  given  business  so  distributed,  of  referring  losses  and  expenses  to  premiums 
and  pay-roll  exposure.  It  results,  however,  in  throwing  e]q)erience  back  one  year 
so  that  in  a  rate  revidon  in  the  early  part  of  1917  the  latest  available  e]q)erience  is 
derived  from  the  year  of  issue  1914. 
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within  the  period  covered  by  the  insurance  contract.  This  expected 
cost  is  perforce  estimated  in  advance  of  the  insurance  period  and  on 
the  basis  of  past  experience.  Two  elements  of  uncertainty  are 
thereby  at  once  introduced  into  the  calculation,  (i)  The  past, 
even  the  recent  past,  never  exactly  prognosticates  the  futiure. 
Not  only  are  industrial  equipment,  methods,  and  personnel  forever 
changing,  with  consequent  changes  in  the  mmiber  and  severity  of 
work  accidents;  accident  rates  apparently  are  affected  also  by 
economic  cycles  of  depression  and  prosperity.'  In  many,  if  not 
most,  industries  changes  in  technique  and  personnel  are  so  rapid 
that  accident  experience  may  be  said  to  become  obsolescent  in 
five  years'  time,  while  cycles  of  business  activity  are  so  unpredict- 
able that  the  experience  of  a  series  of  favorable  years  may  come  to 
be  applied  to  a  year  of  abnormal  risk,*  and  vice  versa.  (2)  For 
the  reasons  just  stated  it  is  only  the  experience  of  the  recent  past 
which  can  safely  be  relied  on  for  rate-making,  and  the  experience 
of  the  recent  past  always  contains  a  large  element  of  more  or  less 
uncertain  future  payments. 

To  make  this  last  point  clear,  a  rough  analysis  of  compensation 
benefits  will  suffice.  Death  benefits  conmionly  take  the  form  of 
weekly  or  monthly  payment  to  dependents,  either  for  a  stated 
period  or  for  the  duration  of  presumed  dependency.  In  the 
latter  case,  if  the  payments  continue  on  the  average  no  more  than 
ten  years^  and  fatalities  are  evenly  distributed,  throughout  the  year, 
only  one-twentieth  of  the  tptal  death  benefits  incurred  in  any 
insurance  year  will  have  been  paid  at  the  end  of  the  year.  Pertna- 
.  nent  disability  benefits,  in  this  coimtry,  usually  are  weekly  payments 
for  a  limited  period;  if  payable  for  life,  about  one-fortieth  of 
the  whole  incurred  amoimt  will  have  been  discharged  within  the 

'  See  Mowbray  and  Black,  "On  the  Relation  of  Industrial  Accidents  to  Business 
Activity,"  Proceedings  of  the  Casualty  Actuarial  and  Statistical  Society  of  America,  n, 
418. 

'  This  is  precisely  what  occurred  with  respect  to  compensation  insurance  rates 
projected  in  the  fall  of  1915  upon  experience  developed  by  policies  issued  in  191 2  and 
1913. 

3  After  allowing  for  mortality  and  remarriage  of  dependents  and  for  the  age  at 
which  legal  child-dependency  ceases. 
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insurance  year.'  Temporary  disability  beneJUSy  in  the  nature  of  the 
case,  run  for  shorter  periods;  the  ^eater  part  will  have  been 
discharged  within  the  insiirance  year  of  incurrence.  Medical^ 
hospital^  and  funeral  benefits  stand  in  similar  case:  the  bulk  of  these 
services  are  furnished  and  paid  for  within  a  few  weeks  after  the 
occurrence  of  the  accidents  which  occasion  them.  The  proportion 
of  incurred  benefits  which  are  still  outstanding  at  the  end  of  an 
insurance  year,  therefore,  will  vary  pretty  directly  with  the  form  and 
amoimt  of  compensation  for  death  and  permanent  disability. 
Under  what  might  be  styled  a  full  indemnity  law,  which  provides 
pensions  throughout  the  period  of  disability  or  dependence,  future 
payments  would  comprise  some  80  per  cent  of  the  incurred  cost 
of  a  single  year  and  more  than  half  of  the  cumulative  pure  premiums 
for  a  five-year  period.  Under  a  limited  benefit  law,  such  as  that 
of  Pennsylvania,  this  proportion  would  fall  to  about  60  and  25  per 
cent,  respectively. 

'The  large  proportion  of  "outstandings"  to  total  incurred 
cost  would  not  seriously  complicate  the  determination  of  pure 
premiums  if  the  outstandings  themselves  could  be  accurately  ascer- 
tained. Unlu^pily  this  is  not  the  case.  The  cost  of  recent  claims 
is  uncertain  because  many  cases  of  apparent  temporary  disability 
will  develop  into  death  or  permanent  disability.  Even  with 
respect  to  known  fatal  and  permanent  cases  valuation  is  no  easy 
matter.  The  present  value  of  future  payments  for  these  cases  is 
affected  by  both  mortality  and  remarriage,  neither  of  which  factors 
can  be  satisfactorily  measured  from  existing  data.  The  American 
Experience  Table,  for  example,  is  a  table  of  selected  lives,  whereas 
industrial  accident  pensioners  are  representative  of  the  general 
population.  Death  benefits,  moreover,  are  joint,  rather  than 
several  annuities.  Thus  the  New  York  Act  awards  30  per  cent 
of  wages  to  a  widow  alone,  40  per  cent  to  a  widow  and  one  child, 
66f  per  cent  to  a  widow  and  five  or  more  children,  the  pension  in 
respect  of  each  child  ceasing  at  the  age  of  eighteen.    The  valuation 

*  This  assumes  an  average  life-expectancy  of  twenty  years  (probably  too  low) 
and  disregards  interest.  This  true  pr(^rtion  is  perhaps  nearer  i :  36.  This  proportion 
will  not,  of  course,  hold  of  minor  permanent  injuries,  such  as  loss  of  fingers. 
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of  such  a  pension  evidently  involves  the  principle  of  group  survivor- 
ship. In  the  absence  of  appropriate  American  data  the  adminis- 
trative authorities  of  New  York  have  fallen  back  upon  the  Danish 
Survivorship  Annuitants'  Table,  which  gives  even  higher  values 
than  the  American  Experience  Table,  because  of  the  exceptional 
longevity  of  the  Danish  population.  As  to  persons  permanently 
disabled  by  accident  it  is  still  a  moot  point  with  actuaries  whether 
their  longevity  is  greater  or  less  than  that  of  the  general  popidation. 
If  mortality  among  compensation  pensioners  is  thus  uncertain, 
the  remarriage  rate  is,  as  yet,  wholly  conjectural.  The  New  York 
authorities,  again,  have  relied  on  the  experience  of  the  Dutch 
Royal  Institute'  as  a  ^  alier;  but  that  the  remarriage  rate  of 
Italian  and  Slavic  widows  in  the  United  States  will  coincide  with 
that  of  Hollanders  in  their  native  land  is  neither  proved  nor  prob- 
able.' To  make  a  bad  matter  worse,  outstandings  are  at  present 
estimated  by  some  fifty  insurance  carriers,  each  acting  inde- 
pendently and  upon  no  uniform  principle. 

Thus  far  it  has  appeared  that  compensation  insurance  rates 
are  projected  into  the  future  upon  the  basis  of  past  pure  premiums 
which,  in  the  nature  of  the  case,  will  never  be  exactly  reproduced 
by  the  future  period  to  which  these  projected  rates  apply  and  which 
cannot  be  accurately  determined  even  for  the  past  period  from 
which  the  pure  premiums  are  derived.  The  errors  arising  from 
both  these  soiirces  are  immensely  aggravated  by  the  subdivision  of 
experience  into  industry  classes.  Rightly  or  wrongly,  it  has  come 
to  be  assumed  on  every  hand  that  compensation  insurance  rates 
should  be  adjusted  as  far  as  possible  to  the  specific  accident  cost 
of  each  definable  industry.  Since,  however,  the  imit  of  compensa- 
tion insurance  is  necessarily  the  entrepreneurial  establishment, 
the  attempt  to  classify  industries  by  degree  of  accident  hazard 
has  resulted  in  a  classification  of  business  enterprises  in  terms  of 
work  performed  or  product  turned  out.    Some  1,500  risk  classes 

>  See  Fondiller  in  Proceedings  oj  the  Casualty  Aciuanal  and  Statistical  Society  rf 
America,  N06.  4  and  6. 

*  The  estimated  value  for  each  $100  annual  compensation  to  a  widow  is  $941 .  046 
at  age  20,  $1,151 -593  &t  age  25,  $1,600.95  at  age  43  (maximum),  and  $1,197,493  at 
age  60;  decreasing  probability  of  remarriage  more  than  offsetting  mortality  up  to  age 
43.    The  validity  of  these  relative  values  appears  at  least  dubious. 
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have  in  this  way  grown  up,  for  each  of  which  a  piire  premium  is 
to  be  established  ostensibly  on  the  basis  of  its  own  experience. 
Even  this  is  not  all.  American  compensation  acts  are  state, 
not  national,  in  scope.  Both  the  legal  benefits  and  the  spirit 
in  which  the  laws  are  administered  differ  widely  from  state  to 
state,  and  even  from  time  to  time  within  the  same  state,  so  that 
experience  had  under  one  jurisdiction  or  under  one  benefit  scale 
cannot  directly  be  applied  to  any  other.  The  1,500  risk  classes 
must  accordingly  be  further  split  up  into  thirty  or  more  state  units. 
The  ultimate  subdivision  in  most  instances,  obviously,  is  too  small 
to  afford  any  dependable  indication  of  accident  cost.  On  the  one 
hand,  any  particular  industry  is  much  more  liable  to  violent  fluctua- 
tions, whether  from  technological  progress  or  from  economic  cycles, 
than  is  the  whole  mass  of  business  enterprise;  on  the  other  hand,  the 
smaller  the  numbers  dealt  with,  the  greater  the  probability  of  chance 
deviation.  If  a  given  industry  or  group  of  industries  produces 
100,000  accidents  annually,  the  probabilities  are  strong  that  the 
series  will  be  reasonably  stable;  in  particular  neither  the  proportion 
of  deaths,  of  permanent  disabilities,  and  of  long-term  temporary  dis- 
abilities, nor  the  total  nimiber  of  such  injuries  per  unit  of  exposure 
will  vary  widely  from  year  to  year  unless  in  consequence  of  pro- 
found technological  or  economic  disturbance.  But  when  the 
number  of  insured  workmen  in  the  risk  group  falls  to  a  few  hun- 
dreds' neither  the  accident  rate  nor  the  accident  cost  per  $100  of 
pay-roll  is  a  proper  basis  for  prediction. 

Various  attempts  have  been  made  to  overcome  the  deficiency 
of  exposure  in  the  ultimate  risk  classes  by  grouping  related  classi- 
fications and  by  combining  the  experience  of  different  states  in  the 
same  classifications.  Both  methods  enlarge  the  exposure  at  a 
more  or  less  serious  cost  of  homogeneity  and  thereby  of  depend- 
ability. The  principles  of  combination  in  the  two  cases  are  so  dis- 
similar that  a  separate  discussion  of  each  is  necessary. 

>  In  the  state  of  Wisconsin  only  188  risk  classes  developed  as  much  as  $100,000 
insured  pay-roll  in  two  yean*  experience  (see  BuUeUn  of  the  Industrial  Commission  of 
Wisconsin,  Workmen* s  CompensaHon  Insurance,  August,  1916,  Tables  VI  and  VII). 
A  pay-roll  of  $50,000  per  annum  would  correspond  to  something  less  than  100  full- 
time  workmen. 
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I.  One  obvious  method  of  combining  classifications  is  to  throw 
together  those  risk  classes  which  have  produced  approximately  the 
same  pure  premiimis.  This  method  is  actually  applied  in  the  sense 
that  the  nimiber  of  rate  gradations  is  verjf^  much  less  than  the 
niunber  of  risk  classes.  But  these  rate  groups,  or  grades,  are  used 
only  for  the  calculation  of  rates  after  the  pure  premimns  have 
been  established;  they  cannot  appropriately  be  used  for  the 
determination  of  pure  premiums  because  they  represent  only  a 
fortuitous  similarity  of  accident  cost  in  a  limited  exposure.  Furni- 
ture manufacturing,  brass  founding,  machinery  building,  and 
interior  painting  and  paperhanging  may  all  have  developed  the 
same  accident  cost  per  unit  of  exposure,'  but  the  component  hazards 
of  these  industries  are  so  diverse  that  continued  similarity  of  pure 
premimns  cannot  be  predicated.  On  the  other  hand,  the  processes 
and  equipment  employed  in  the  manufacture  of  bedsteads,  book- 
cases, chairs,  desks,  tables,  incubators,  and  refrigerators,  are  so 
nearly  identical  that  any  divergence  of  pure  premiums  in  a  limited 
exposure  may  properly  be  disregarded,  and  the  rate  for  each  be 
derived  from  the  combined  experience  of  the  group.  On  this  prin- 
ciple the  1 ,500  manual  classifications  have  been  arranged  in  some  300 
groups  of  industries  or  businesses  which  are  presxmied  to  be  similar 
in  kind  and  degree  of  hazard.^  Unfortunately,  however,  the  subject 
has  not  received  sufficient  study  from  either  the  statistical  or  the 
engineering  standpoint.  Many  of  the  existing  groups  are  wanting 
in  homogeneity,  while  others  are  separated  by  arbitrary  lines  of 
nomenclature.  Hence,  the  risk  groups  actually  used  in  rate- 
making  do  not  strictly  conform  to  the  statistical  groups  nor  are 

'The  actual  "basic"  pure  premiums  on  all  these  classifications,  by  the  last 
available  experience,  is  about  $0.47  per  $100  of  pay-rolL 

« The  present  industry  groups  were  developed  by  the  statistical  committees  of  the 
International  Association  of  Industrial  Accident  Boards  and  Commisdons,  and  of 
the  National  Workmen's  Compensation  Service  Bureau — a  volimtary  association  of 
some  twenty  stock  casualty  insurance  companies. 

The  number  of  effective  rate  groups  is  not  easily  determinable,  but  is  less  than  the 
number  of  code  groups.  Thus,  engme  manufacturing  ranks  as  a  separate  group, 
though  the  rates  for  each  member  of  the  group  are  in  fact  derived  from  the  machine- 
shop  and  f oimdry  experience.  There  are  numerous  similar  cases,  some  of  them  relics 
of  former  rate  discriminations,  others  due  to  sheer  want  of  courage  and  insight  on  the 
part  of  code  compilers. 
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they  consistently  preserved  in  successive  revisions  of  the  manual. 
So  far  are  the  present  industry  groups  from  definitive  recognition 
that  it  is  always  a  matter  of  judgment,  and  often  a  matter  of  con- 
troversy, at  each  rate  revision,  whether  the  rate  for  a  particular 
classification  should  be  based  upon  the  specific  experience  of  the 
class  or  the  combined  experience  of  the  group  to  which  it  is 
assigned,  or  related  to  the  experience  of  some  specific  risk  class 
which  is  deemed  to  be  analagous  in  hazard  Nevertheless,  the  use 
of  group  experience  has  narrowed  the  field  of  sheer  "underwriter's 
judgment"  in  rate-making  and  has  removed  many  former  discrimi- 
nations in  particular  class  rates.  A  further  and  great  advance 
would  result  from  a  thorough  recasting  of  the  present  groups  upon 
the  basis  of  sjrstematic  engineering  and  statistical  inquiry. 

2.  The  combining  of  experience  from  different  states  would 
present  no  great  difficulty  if  only  the  scale  of  benefits  were  uniform 
or  susceptible  of  imiform  grading  from  a  common  basis.  No  doubt 
the  hazards  of  particular  industries,. such  as  coal  mining,  logging, 
agriculture,  machinery  building,  or  cotton  spinning,  vary  somewhat 
widely  in  different  geographical  regions.  Yet  such  differences,  after 
all,  are  not  perhaps  very  nimierous  nor  very  difficult  of  determina- 
tion. It  is  the  inunense  diversity  of  benefits  for  similar  injuries 
which  goes  furthest  to  vitiate  any  comparison  of  pure  premiimis 
produced  under  different  jurisdictions.  The  percentage  of  wages 
payable  to  injured  or  dependent  beneficiaries,  the  minimimi  and 
maximum  weekly  benefits,  the  "waiting  period,"  the  rate  and 
duration  of  payments  for  death  and  permanent  disability,  the 
amount  of  medical  aid — ^all  differ  widely  and  erratically  from  state 
to  state,  so  that  no  single  ratio  will  hold  for  all  classes  of  benefits 
as  between  any  two  jurisdictions. 

Notwithstanding  the  obvious  objections  just  recited,  rate- 
making  committees  have  heretofore  relied  upon  single  ratios,  in 
the  form  of  flat  "law  differentials,"  for  the  purpose  of  reducing  to  a 
common  denominator  the  pure  premiimis  incurred  under  dissimilar 
benefits.  The  law  differential,  in  this  sense,  is  the  ratio  between 
the  (computed)  ultimate  cost  of  compensation  for  100,000  accidents 
in  a  hypothetical  standard  distribution  under  the  given  scale  of 
benefits  and  the  (computed)  ultimate  cost  of  the  same  accidents 
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under  the  Massachusetts  Act  of  191 2.  The  standard  distribution 
employed  was  worked  out  by  Dr.  I.  M.  Rubinow  on  the  basis  of 
Eiuropean  and  early  American  statistics'  and  shows  the  number  of 
injuries  of  each  specified  degree  of  severity  normally  to  be  ejq)ected 
in  100,000  accidents  causing  disability  for  at  least  one  day.  The 
computation  based  upon  this  table  is  modified  by  a  more  or  less 
conjectural  allowance  for  medical  aid  and  for  the  effect  of  minimum 
and  maximum  wage  limits.^  The  most  that  can  be  said  for  this 
method  is  that  no  better  basis  has  yet  been  devised  for  estimating 
the  relative  cost  of  compensation  laws  in  advance  of  experience.  As 
applied  to  the  experienced  pure  premiums  of  specific  classifications, 
however,  the  method  is  open  to  very  grave  objections. 

A  flat  law  differential,  in  truth,  rests  .upon  an  assumption 
which  is  clearly  contrary  to  fact — the  assiunption,  namely,  that  the 
distribution  of  severity  of  work  injuries  is  the  same  for  all  industries. 
If  the  proportion  of  deaths  and  permanent  disabilities  and  the 
average  duration  of  temporary  disabilities  were  indeed  the  same 
in  coal  mining  as  in  silk  weaving,  the  detailed  differences  above 
spoken  of  might  safely  be  ignored  for  the  purpose  in  hand.  Un- 
fortunately for  the  hypothesis,  the  facts  are  notoriously  otherwise. 
Ten  thousand  accidents  do  not  cost  the  same  in  the  sewing  trades 
as  in  railroad  transportation,  nor  will  the  average  ratio  between  the 
New  York  and  the  original  Massachusetts  scale  of  benefits  hold 
for  either  stone  quarries  or  retail  stores.  By  ignoring  these  differ- 
ences, the  flat  differentials  distort  experience  both  in  the  process 
of  reducing  experienced  pure  premimns  to  the  basic  level  and  in 
the  subsequent  application  of  state  multipliers  to  the  basic  pure 
premiums  so  derived.* 

>  Rubinow,  Standard  Accident  Table, 

*  The  present  practice  is  to  express  medical  benefits  as  a  percentage  of  the  com- 
puted cost  of  other  benefits.  Independent  computation,  upon  the  basb  of  medical 
benefit  statistics  classified  by  severity  of  injury,  would  at  least  avoid  cumulative  error. 

As  to  the  effect  of  wage  limits,  the  wage-distribution  statistics  relied  upon  for  most 
states  are  woefully  inadequate. 

>  The  actual  process  of  deriving  basic  pure  premiums  consists  in  adding  together 
the  reported  pay-rolls  and  ''reduced  losses"  of  all  states  and  dividing  the  combined 
"reduced  losses"  by  the  combmed  pay-rolls.  The  "reduced  losses"  are  obtained 
by  applying  to  the  reported  losses  of  the  given  state  a  "reduction  multiplier"  which 
is  the  reciprocal  of  the  law  differential    The  pure  premium  for  a  given  state  is  then 
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The  weakness  of  the  flat  law  differentials  is  well  understood 
by  compensation  statisticians  and  actuaries,  and  the  corrective 
is  neither  recondite  nor  impracticable.  It  consists  merely  in  the 
analjrsis  of  accident  costs  by  severity  of  injury  and  the  application 
of  an  appropriate  differential  to  each  injury  group — deaths,  perma- 
nent total  disabilities,  permanent  partial  disabilities,  temporary 
disabilities.  The  one  obstacle  to  the  use  of  this  simple  and  obvious 
method  is  that  neither  insurance  carriers  nor  state  administrators 
have  compiled  accident  statistics  in  a  form  appropriate  to  the 
purpose.  Meanwhile  the  rates  for  the  leading  classifications  in 
important  states  are  derived  from  the  separate  experience  of  the 
state  in  question;  in  other  states  and  for  other  classifications 
the  basic  pure  premiums,  with  all  their  admitted  imperfections, 
are  necessarily  employed. 

The  combined  effect  of  prospective  rates,  full  reserve  premiums, 
over-refined  risk  classes,  and  flat  state  differentials,  is  to  intro- 
duce a  large  measure  of  conjecture  into  the  most  fundamental  of 
all  rate-making  data — the  actual  cost  of  insured  benefits  per  unit 
of  exposure.  The  basic  pure  premiums  do  not  truly  represent  the 
reported  experience  and  scarcely  deserve  the  reliance  actually 
placed  upon  them  by  rate-making  committees.  What  is  scarcely 
less  serious,  the  reported  experience  itself,  even  if  correctly  trans- 
lated, is  not  a  sufficient  basis  for  prospective  insurance  rates, 
because  (a)  the  exposure  on  many  risk  classes  is  wholly  inade- 
quate, (6)  the  outstanding  liabilities  may  not  have  been  correctly 


obtained  by  multipl3dng  the  bask  pure  premium  by  the  law  differential.  Thus  the 
aggregate  pay-roll  for  the  classification  "machine  shops,  no  foimdry/'  as  last  reported* 
was  $78,354,573,  and  the  aggregate  "reduced  losses"  $364,666,  producing  a  basic 
pure  premium  of  $0,466.  The  Pennsylvania  pure  premium  for  1917  is  X.30X.466 
or  $0,559. 

The  distortion  spoken  of  in  the  text  is  most  serious  in  the  case  of  New  York 
e]q)erience  which  is  at  once  the  largest  in  volume  and  the  least  susc^tible  of  reduction 
by  a  flat  divisor.  Thus,  with  the  reduction  factor  employed  at  the  last  rate  revision, 
losses  of  $18,900  from  New  York  would  count  for  $10,000  reduced  losses,  irre^)ective 
of  the  actual  components.  But  if  this  sum  comprised  $1 3,000  for  one  permanent  total 
disability  and  $6,000  for  one  death,  the  true  basic  equivalent  would  be  much  nearer 
$5,000  than  $10,000.  Conversely,  the  flat  differential  gives  much  too  small  a  value 
for  New  York  when  applied  to  a  ba^c  pure  premium  which  comprises  a  large  propor- 
tion of  death  and  permanent  total-disabUity  losses. 
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estimated,  (c)  the  reported  experience  may  not  have  covered  the 
precise  range  of  business  which  the  risk  class  is  intended  to  describe/ 
and  {(i)  the  experience  relied  on  may  relate  to  a  period  of  greater 
or  less  industrial  activity,  or  of  more  or  less  effective  accident  pre- 
vention than  that  for  which  the  rates  are  projected.  Hence,  in  the 
actual  process  of  rate-making,  the  calculated  basic  pure  premiums 
are  more  or  less  modified  by  judgment,  and  a  number  of  more  or 
less  conjectural  loadings  are  introduced  into  the  state  multipliers. 
Judgment  is  necessarily  exercised  in  the  grouping  of  minor 
classifications  to  obtain  a  combined  experience  or  in  the  gradation 
of  risk  classes  within  a  group  or  in  the  assignment  of  a  rate  for  one 
classification  by  analogy  to  some  other  for  which  a  large  volume  of 
experience  has  been  reported.  The  indicated  pure  premiums, 
again,  imless  the  recorded  exposure  is  very  large,  are  frequently 
graded  up  or  down  on  the  groxmd  that  the  reported  losses  include 
less  or  more  than  the  expected  proportion  of  death  and  permanent 
disability  benefits.*  It  results  from  these  judgment  modifications 
that  the  "selected"  pure  premiums  for  many  classifications  depart 
rather  widely  from  the  experience  indication.  In  the  aggregate, 
indeed,  the  pure  premiums  selected  at  the  last  rate  revision  exceed 
the  calculated  reduced  losses  by  some  9  per  cent.^    This  judgment 

>  In  the  last  rate  revision,  for  example,  the  reported  experience  for  coal  merchants, 
fuel  and  material  dealers,  stevedores,  sawmills  and  planing-mills,  was  had  wider 
classifications  covering  a  different  range  of  operations  from  the  classifications  now  in 
use.  About  $8,000,000  of  pay-roll  from  Dlinois  was  thrown  out  of  the  Masonry 
N.O.C.  classification  on  somewhat  similar  groimds. 

'  The  average  proportion  of  death  benefits  to  all  benefits,  upon  the  total  extant 
experience  from  New  York,  Massachu^tts,  New  Jersey,  Illinois,  Michigan,  Wisconsin, 
Minnesota,  Iowa  and  California,  is  approximately  20  per  cent.  This  ratio  was 
often  referred  to  by  the  Augmented  Standing  Committee,  191 7,  as  a  basis  for 
judgment  modifications  of  indicated  pure  premiums.  Such  a  norm  is  doubtless  a 
better  guide  than  unrestrained  judgment,  but  it  tends  to  an  artificial  leveling  up  of 
pure  premiums.  The  varying  proportion  of  serious  injuries  is  precisely  one  of 
those  hazard  differences  between  industries  which  accident  insurance  rates  are 
intended  to  reflect.  ' 

Mr.  E.  E.  Watson,  actuary  of  the  (monopolistic)  Ohio  State  Fund,  has  devised  a 
more  S3rstematic,  consistent,  and  equitable  method  of  "spreading"  death  and  perma- 
nent total  disability  losses  by  charging  a  fixed  proportion  of  each  such  loss  to  the 
specific  risk  class  in  which  it  originated  and  distributing  the  remainder  over  the 
broad  industry  group  which  includes  this  classification. 

'  Writer's  calculation. 
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loading  is  by  no  means  uniformly  distributed,  but  faUs  mainly  upon 
high-rated  industries  and  minor  classifications. 

The  basic  pure  premiimis,  finally,  whether  selected  or  calculated, 
are  translated  into  state  pure  premiums  by  means  of  multipliers 
which  rest  as  much  upon  judgment  as  upon  ascertained  fact. 
(a)  The  least  disputable  of  the  factors  entering  into  these  multipliers 
are  the  state  law  differentials  whose  weaknesses  were  adverted  to 
in  another  connection,  (b)  The  law  differentials  themselves  are 
graded  in  accordance  with  the  age  of  the  act  in  question,  upon  the 
theory  that  the  cost  of  compensation  progressively  increases 
during  the  first  few  years'  experience  as  accident  reporting  improves 
and  workmen  become  better  educated  to  their  legal  rights.*  (c)  In 
the  last  rate  revision,  moreover,  account  was  taken  of  the  fact  that 
the  experienced  pure  premiiuns  were  derived  from  several  years 
of  normal  or  even  subnormal  industrial  activity,  whereas  rates 
were  to  be  projected  for  a  period  of  unparalleled  expansion.  It 
was  commonly  believed  that  the  excessive  loss  ratios  indicated  by 
immature  experience  for  1916  were  somehow  correlated  with  this 
sudden  expansion  of  industry.  There  was  no  conclusive  evidence 
of  such  correlation,  much  less  any  quantitative  measure  of  increased 
accident  cost  per  unit  of  pay-roll,  but  the  prevailing  belief  was 
borne  out  by  certain  partial  tests  and  by  the  common  knowledge 
that  the  speeding  up  of  industry  means  more  crowded  plants,  more 
driving  of  workmen,  more  overtime,  a  greater  nimiber  of  inexperi- 
enced employees,  and  less  attention  to  accident  prevention.  On 
this  somewhat  dubious  basis,  then,  a  loading  of  15  per  cent  was 
incorporated  in  the  basic  pure  premiimiis  to  offset  the  supposed 
effect  of  increased  industrial  activity,  (d)  Logically  antedating 
all  the  foregoing  factors  is  an  allowance  of  2  per  cent  in  the  basic 
pure  premiimiis  themselves  for  underestimate  of  outstandings  in  the 

'The  Actuarial  Sub-Committee  of  the  Augmented  Standhig  Committee,  1917, 
upon  the  basis  of  a  fair  volume  of  experience  from  California,  Massachusetts,  Rhode 
Island  and  Wisconsin,  determined  the  ratios  to  be:  first  year,  i.oo;  second  year, 
X .  10;  third  year,  i .  15;  fourth  year,  i .  18;  fifth  year,  i .  30.  Inasmuch  as  the  pure 
premium  experience  relied  on,  being  derived  from  policy  years  of  issue  191 2,  1913, 
and  1914,  answered  nearly  to  the  mean  of  the  first  and  second  years,  upon  a  weighted 
average,  these  ratios  were  taken  at:  first  year,  .95;  second  year,  x.05;  third  year, 
i.xo;  fourth  year,  X.I 25;  fifth  year,  i . X4. 
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reported  losses.  It  is  doubtful  whether  any  allowance  under  this 
head  is  justifiable  in  face  of  the  substantial  judgment  loading  already 
referred  to;  in  any  case,  the  percentage  fixed  upon  implies  a  degree 
of  accuracy  in  the  determination  of  pure  premiums  which  has  not 
been,  and  is  not  likely  to  be,  realized. 

By  bringing  all  these  factors  together,  the  pure  premium  for  the 
state  of  New  York,  for  example,  becomes 

/>=(i.02TXi.89)(i+.i2S+.is)  =  2.4S79ir  * 

where  t  is  the  basic  and  p  the  state  pure  premium  (or  ejq)ected 
accident  cost),  i  .02  the  factor  for  underestimate  of  outstandings, 
1.89  the  state  law  differential,  1.125  the  factor  for  claim  cost 
in  the  fourth,'  as  compared  with  the  first  year  of  compensation,  and 
.15  the  estimated  increase  of  claim  cost  for  current,  as  compared 
with  a  period  of  normal  industrial  conditions.  In  such  a  formula 
experienced  losses  have  ceased  to  be  the  main  element  of  even  the 
expected  pure  cost  of  benefits  insured.  The  basic  pure  premiums 
serve  chiefly  as  a  guide  to  r dative  rates;  absolute  rates  are  derived 
in  greater  part  from  factors  which  professedly  are  not  susceptible 
of  mathematical  determination.' 

n.     EXPENSE  AND  PROriTS  LOADING 

To  the  pure  premimn  (or  expected  cost  of  benefits  insured) 
must  be  added  the  expenses  and  profits  of  insurance  carriers  to 
make  up  the  full  sum  of  insurance  cost.    Management  expenses 

*  All  rates  were  in  addition  "loaded''  by  x  per  cent  to  offset  reductions  by  e^)eri- 
ence  rating,  and  rates  for  classifications  subject  to  schedule  rating  were  increased  by 
a  further  9  per  cent  to  offset  schedule-rating  credits — a  curious  conunentary  upon  the 
accident  prevention  value  of  merit  rating  as  privately  viewed  by  insurance  carriers. 
The  experience-rating  factor  was  incorporated  in  the  state  multiplier,  but  the  increase 
for  schedule  rating  was  concealed  in  the  rate  symbols.  Apparently  it  was  not 
deemed  wise  to  inform  employers  that  their  "merit  discounts"  are  fictitious. 

Both  these  loadmgs  were  rejected  in  Pennsylvania  on  the  groimd  that  the  merit- 
rating  system  there  used  produces  an  approximate  balance  of  charges  and  credits. 

» The  fourth  year  of  compensation  in  New  York  ends  July  i,  1918. 

*Both  the  basic  pure  premiums  and  the  derived  rates  are,  notwithstanding, 
arranged  in  a  hypothetical  expotential  series,  starting  with  one-cent  intervals.  The 
result  is  to  give  a  fictitious  accuracy  to  rates  of  which  the  error  may  often  be  as  much  as 
25  per  cent.  It  must  be  a  veiy  innocent  layman  who  is  deceived  by  the  meretriciously 
mathematical  rate  of  $3.03. 
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vary  from  state  to  state,  from  industry  to  industry,  and  from  one 
type  of  carrier  to  another,  but  the  average  for  stock  companies 
throughout  the  United  States  is  about  40  per  cent  of  gross  com- 
pensation premiums,  distributed  as  follows:' 

Acquisition  of  business  (chiefly  agents'  commissbns) ...  17.5 
Adjiistment  of  claims  (investigation  of  claims,  defense 

of  suits,  handling  of  vouchers,  etc.) 7.0 

In^)ection  of  risks 4.0 

Pay-roll  audits 2.0 

General  administration'  (home  office) 7.0 

Taxes  and  fees 2.5 

40.0 

At  the  last  rate  revision  a  further  loading  of  1}  per  cent  upon 
gross  premium  was  introduced  for  underwriter's  profit,  corre- 
sponding to  about  5  per  cent  upon  the  capital  at  risk.*  This  allow- 
ance appears  at  first  sight  very  moderate,  but  when  it  is  remembered 
that  the  capital  is  itself  invested  in  income-bearing  securities,  that 
the  insurer  enjoys  a  constant  return  upon  imeamed  premiums^ 
nearly  or  quite  equal  to  the  capital  invested,  and  that  reserves  very 
commonly  are  computed  at  final,  instead  of  present,  values,^  the 
necessity  for  any  profits  loading,  eo  nomine,  is  by  no  means  obvious. 
If  pure  premiums  were  closely  calculated  and  reserves  set  up  on 
true  present  values,  the  rates  might  properly  carry  a  margin  for 

'  See  Proceedings  of  the  Joint  Conference  on  Workmen* s  Compensation  Insuratice 
Rates,  X915  (New  York  Insurance  Department),  and  the  (unpublidied)  Minutes  of  the 
Actuarial  Sub-Committee  of  the  Augmented  Standing  Committee,  1917. 

'  Later  data  i4>pear  to  indicate  that  the  cost  of  pay-roil  audits  is  rather  less,  and 
general  admmistration  rather  more,  than  the  foregoing  table  indicates.  The  latest 
returns  give  about  10  per  cent  for  general  administration,  including  pay-roll  audits. 
But  this  item,  under  present  accounting  methods,  is  pro-rated  upon  premium  income  so 
that  it  is  impossible  to  determine  whether  the  proportion  properly  chargeable  to  com- 
pensation is  less  or  more  than  for  other  lines  of  insurance  carried  by  the  same  company. 

'  Minutes  of  Actuarial  Sub-Committee,  U.S. 

4  Compensation  premiums  commonly  are  paid  in  advance  so  that  about  one-half 
of  the  premiums  in  force  at  any  given  time  are  unearned. 

s  Taking  all  sources  together,  the  largest  casualty  company  in  the  United  States, 
during  1916,  had  an  investment  income  of  $950,000,  or  about  15  per  cent  upon  the  paid- 
up  capital  of  $6,000,000.  This  e^)erience  is  fairly  typical  and  goes  to  show  that 
investments  will  in  general  afford  a  sufficient  return  upon  a^tal  at  risk. 
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underwriting  profit.  Under  present  conditions,  however,  such  a 
loading  is  justifiable  only  as  a  precaution  against  deficiency  in 
projected  pure  premiums. 

Heretofore  the  expense  and  profits  loading  has  been  incorporated 
as  a  uniform  percentage  of  gross  rate,  in  accordance  with  the 
formula 


i-L' 


(i) 


where  R  is  the  total  rate,  p  the  state  pure  premium,  and  L  the  load- 
ing for  management  expenses  and  underwriting  profit.  Taking 
L  at  the  average  value  .415,  R—i.jogpy  or  ^=.585!?,  which 
being  interpreted  means  that  58.5  cents  out  of  each  dollar  of 
compensation  insurance  premiimis  are  devoted  to  the  payment  of 
compensation  benefits.  Obviously,  however,  management  expenses 
do  not  in  fact  bear  this  constant  proportion  to  gross  rates.  It 
costs  no  more  to  issue  a  policy  for  $1,000  annual  premium  than  a 
policy  for  $10;  in  either  case,  the  same  forms  must  be  filled  out 
and  the  same  number  of  entries  made  upon  the  insurer's  books. 
The  inspection  cost,  again,  is  scarcely  higher  for  an  iron  foundry 
than  for  a  clothing  factory  with  the  same  nxmiber  of  employees, 
though  the  premium  is  perhaps  ten  times  as  great.  Adjustment 
expenses,  also,  are  smaller  in  proportion  to  premiimis  for  the 
high-rated  than  for  the  low-rated  classifications  and  for  the  high- 
benefit  than  the  low-benefit  states.  The  cost  of  handling  acci- 
dent reports,  of  mailing  out  voucher  checks,  of  investigating  claims 
and  presenting  cases  for  adjudication,  is  very  nearly  the  same  irre- 
spective of  the  scale  of  benefits  and  is  higher  proportionately  for 
trivial  than  for  serious  injuries.  Management  expenses,  in  short, 
vary  with  the  number  of  risks,  the  volume  of  pay-roll  and  the 
number  and  character  of  accidents  corresponding  to  a  given 
premium  income,  in  such  wise  that  the  ratio  of  total  expenses  to 
benefits  insured  falls  as  the  premiimi  income  per  risk  or  per  $100 
of  pay-roll  increases.  A  uniform  expense  loading,  consequently, 
works  injustice  to  large  employers,  high-rated  industries,  and 
high-benefit  jurisdictions.  Under  existing  practice,  an  employer 
whose  rate  is  already  high  because  of  the  inherent  hazard  of  his 
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business  is  further  mulcted  in  overhead  charges  for  the  benefit 
of  employers  whose  total  rates  would  in  any  case  be  low. 

The  inequity  of  a  uniform  expense  loading  was  recognized 
so  long  ago  as  191 5  by  the  Actuarial  Committee  of  the  Joint 
Conference  on  Workmen's  Compensation  Insurance  Rates.'  At 
that  time  the  principle  was  established  that  total  loadings  should 
vary  inversely  with  the  scale  of  benefits,  and  a  graded  scale  was 
adopted  ranging  from  35  per  cent  of  gross  rates  in  the  highest 
to  42 . 5  per  cent  in  the  lowest-benefit  jurisdictions.  It  is  obvious, 
however,  that  this  principle  must  be  carried  further  if  management 
expenses  are  to  be  equitably  distributed  as  between  risk  classes  in 
the  same  jurisdiction.  The  first  step  in  such  a  distribution  is  to 
relate  the  functional  components  of  management  ei5)enses*  to 
their  respective  bases  of  incurrence.*  (i)  Commissions  and  taxes 
are  incurred  as  a  percentage  of  gross  premimn  and  vary  directly 
therewith.  Profits,  likewise,  may  fairly  be  reckoned  as  a  uniform 
loading  upon  gross  rates.  (2)  Adjustment  costs  are  more  nearly 
a  function  of  pure  premiimi  than  of  total  rate  though  partly  pro- 
portionate to'the  nxmiber  as  well  as  to  the  cost  of  accidents.  (3)  The 
cost  of  inspection  and  of  pay-roll  audits  is  proportionate  to  pay- 
roll and  niunber  of  risks.  (4)  Home  office  (general  administrative) 
expenses  are  properly  chargeable  in  part  to  nimiber  of  risks  (policy 
accounts),  in  part  to  pure  premiimi  (agency  and  underwriting 
supervision,  investment  of  reserves,  executive  salaries,  rents,  and 
office  expenses  not  otherwise  allocated,  and  a  portion  of  the  statis- 
tical cost),  and  in  part  to  pay-roll  insured  (accident  reports  and 
statistics).  In  accordance  with  this  analjrsis  the  expense  and 
profits  loading  should  logically  comprise  four  factors:  (i)  a  con- 
stant percentage  of  gross  premium,  (2)  a  constant  percentage  of 
pure  premium,  (3)  a  constant  addition  per  $100  of  pay-roll,  and 
(4)  a  fixed  charge  per  policy.  The  last-mentioned  factor  may 
for  the  present  safely  be  ignored;  the  excess  cost  of  insuring  small 
risks  is  more  than  covered  by  the  existing  scale  of  minimum 

» Proceedings,  U.S.,  pp.  24-26.  *  See  p.  976. 

*  Cf.  a  very  able  paper  by  Mr.  J.  H.  Woodward,  on  "Provision  for  Expenses  in 
Workmen's  Compensation  Premiums,"  Proceedings  of  the  Casualty  Actuarial  and 
StaUsHcal  Society  of  America  for  April,  191 7. 
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premiums.'  The  main  object  of  a  graded  ei^)eiises  loading — 
greater  equity  as  between  risk  classes — ^will  be  sufficiently  attained 
by  resolving  expenses  and  profits  into  three  factors. 

If,  then,  a  be  allowed  to  represent  a  percentage  of  gross  rate, 
e  a  percentage  of  pure  premium,  and  K  a  constant  addition  per  $ioo 

P 


of  pay-roll,  the  rate  formula  (i)  R 


p{i+e)+K  t 


becomes 


I— a 


w 


The  values  assignable  to  these  factors  cannot,  in  the  present  state 
of  casualty  insurance  accounting,  be  determined  with  perfect 
certainty.  The  expenses  proportionate  to  gross  rate  a  are,  indeed, 
a  known  quantity;  the  proper  weights  of  the  remaining  factors 
are,  to  .some  extent,  a  matter  of  inference.  The  distribution  in 
Table  I  follows  very  closely  that  suggested  by  a  very  able 
compensation  actuary,  Mr.  J.  H.  Woodward.*     Fortunately  the 

TABLE  I 
Allocation  or  LoADmcs  nx  Percentages  of  Gross  PREMimis 


Fnnctifwial  Divisbn  of  Expenaet 

Total 

Proportknial  to 
Gross  Premimns 

Pure  Pranimii 

Piopoctknitl  to 

Piij.Roa 

I.  All  expenses  and  profits. . 
3.  Acquisition. 

41. S 

17. 5 
3.0 
7.0 
4.0 
7.0 
2.5 

31. S 

17. S 

0.0 
0.0 
0.0 
0.0 
2.5 

13.0 
0.0 
0.0 
5.0 
3.0 

S.o 

0.0 
0.0 

8.0 
0.0 

3.  Pay-roll  audits 

3.0 

4.  Home  office 

3.0 

3.0 

6.  Oaun  adjustment 

7.  Taxes 

3.0 
0.0 

8.  Profits 

0.0 

'  A  minimum  premium  is  the  smallest  amount  for  which  a  risk  in  a  given  dassi- 
ficatioii  will  be  insured  for  one  year,  irrespective  of  pay-roll.  The  present  minima 
range  from  $10  to  $350  for  risks  of  different  classes.  Mr.  Woodward,  loc.  cU,,  very 
cogently  argues  that  the  miTiimum  premium  is  a  less  equitable  method  g[  allocating 
management  expenses  than  the  policy  fee. 

•  Sec  p.  976. 

t  The  formulae  below  are  taken  from  Mr.  Woodward's  paper,  Ice.  cU,,  with  slig^ 
changes  of  notation.  Unfortunately  a  standard  notation  for  compensation  insurance 
does  not  exist. 

'  Loc.  cit.  The  table  in  the  text  differs  from  Mr.  Woodward's  Table  A  only  in 
respect  to  claim  adjustment. 
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proposed  method  of  loading  is  such  that  errors  in  the  item  weights 
are  partially  compensating.' 

On  the  basis  of  the  foregoing  distribution  in  formula  (2) 

Since,  however,  the  total  expense  and  profits  loading  is  .41S-R, 
^=  .585!?  and  «=  .205^.  The  value  of  K  will  depend  upon)  the 
average  premium  rates  to  be  collected.  From  the  experience  re- 
ported to  the  Augmented  Standing  Committee,  191 7,  it  appears  that 
the  average  manual  rate  (excluding  clerical  oflSce)  upon  policy  issues 
of  1912,  1913,  and  1914  for  the  entire  country  was  approximately 
$0.80  per  $100  of  pay-roll.*  The  new  rates  are  probably  25  per 
cent  higher  upon  an  average,  or  say  $1 .00,  which  would  give  a 
value  of  I0.08  for  K.    Substituting,  the  formula  above  becomes: 

N   p_i.2os/>+$o.o8  .  . 

.785  ^^^ 

or  1 .54^+$o.  10  (round  numbers). 

The  effect  of  this  formula,  as  compared  with  a  uniform  expense 
loading,  is  exhibited  in  Table  U.  It  will  be  seen  that  the  proposed 
loading  is  graduated  from  60  per  cent  of  gross  rates  upon  a  pure 
premium  of  $0.10  to  36  per  cent  upon  pure  premiums  of  $3.00 
and  upward.  The  lowest  rates,  consequently,  are  sharply  in- 
creased, while  the  high  rates  are  decreased  by  7  or  8  per 
cent,  and  the  medium  rates  (pure  premimns,  $0.40  to  $1 .00)  are 
but  little  affected.  Of  course  no  particular  merit  can  be  claimed 
for  the  precise  loadings  employed  in  the  foregoing  illustrations: 
the  proportionate  expenses  chargeable  to  pure  premium  and  to 
pay-roll  respectively  (values  of  e  and  K  in  the  formula)  were  con- 
fessedly derived  by  judgment  and  might  be  considerably  varied 
without  greatly  affecting  the  purpose  sought.  It  is  earnestly 
contended,  however,  that  some  such  scheme  of  graded  loadings 

>  Any  decrease  in  the  value  of  e  (formula  2)  is  partly  offset  by  a  compensating 
Increase  in  the  value  of  K,  Thus  the  values  in  the  text  give  a  rate  of  $0. 35  for  a 
pure  premium  of  $0 .  10  and  of  $1 .  64  for  a  pure  premium  of  $1 .  00,  whereas  Mr.  Wood- 
ward's values  would  produce  rates  of  $0 .  24  and  $1 .  66,  respectively. 

*  Obtained  by  dividing  aggregate  pay-rolls  into  aggregate  reduced  losses  and 
loadmg  the  resultant  average  pure  premium  by  661 P^  cent  for  expenses. 
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would  conduce  to  greater  equity  in  the  distribution  of  insurance 
burdens.  This  point,  indeed,  is  now  conceded  by  perhs^  a 
majority  of  compensation  actuaries/  Underwriters  are  still  dis- 
posed to  look  askance  upon  so  radical  a  departure  from  immemorial 
practice.  The  principle,  however,  has  been  adopted  in  Pennsyl- 
vania and  is  likely  to  receive  early  and  serious  consideration  else- 
where. 

TABLE  n 

Comparison  of  Rates  Produced  by  Graded  and 
Uniform  Expense  Loadings 


Put  Premium 

RAtewith 

Rate  with  Flat 
Loading 

Percentage  of 

Graded  Loading 

toGroMRate 

$O.IO 

0.20 

0.30 

0.40 

0.50 

0.60 

0.7s 

1. 00 

ISO 

2.00 

2.50 

3.00 

3. SO 

4.00 

ijoo 

$0.25 
0.41 
0.56 
0.72 
0.87 
1.02 
1.26 
1.64 
2.41 
3.18 
3.95 
4.72 

III 
7.80 

$0.17 
0.34 

o!68 
0.8s 

\'Xl 

2.56 

342 
4.27 
5.13 

8.SS 

60.0 
Si.o 
46.0 
44.0 

42.5 
41.0 

40.S 
39.0 
38.0 
370 
36.7 

36.0 
36.0 
36.0 

m.      CATASTROPHE  LOADING 

Catastrophe  cost  is,  in  strictness,  a  part  of  pure  premium. 
Very  few  risk  classes,  however,  furnish  a  sufficient  volume  of 
exposure  to  determine  the  cost  of  occasional  disastrous  accidents.* 
It  appears  most  equitable,  therefore,  to  spread  the  cost  of  such  dis- 
asters over  industry  as  a  whole.  Data  in  hand  indicate  that  one 
cent  per  $100  of  pay-roll  (two  cents  in  New  York  State)  will  cover 
the  compensation  benefits  for  all  accidents  which  cause  five  or  more 

'  See  Report  of  the  Actuarial  SuihCommittee  of  the  Augmented  Standing  Committee, 
191 7,  p.  14.  The  adoption  of  a  graded  expense  loading  was  urged  by  the  writer,  and 
by  Messrs.  Woodward,  Mowbray,  and  Black.  The  Committee,  by  formal  resolution, 
approved  the  plan  in  principle,  but  declined  immediate  adoption  on  the  ground  of 
insufficient  time  to  work  out  the  details. 

*  Coal  mining  b  a  notable  exception.  The  explosives  industry  would  perhaps  fall 
in  the  same  category  if  only  it  were  brought  within  the  pale  of  insurance  expenenct. 
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deaths  at  one  time.'  The  present  practice  is  to  treat  this  amount, 
not  as  a  constant  addition  to  pure  premium,  but  as  a  constant 
addition  to  gross  rate.  In  this  form,  however,  the  catastrophe 
loading  is  subject  to  deduction  for  commissions,  taxes,  profits,  and 
ultimate  adjustment  expense  (for  catastrophe  accidents)  which 
leaves  a  net  value  of  some  seven  mills  available  for  catastrophic 
losses.  The  precise  calculated  value  would  be  obtained  by  adding 
one  cent  to  iT  in  the  graded  loading  formula  (2)  hereinbefore  pro- 
posed.*   The  point  is  curious  rather  than  important. 

IV.      ORGANIZATION  POR  RATE-MAKING 

The  foregoing  recital  should  suffice  to  show  that  compensation 
insurance  rates  are  still  very  far  from  "scientific."  The  data  are 
by  no  means  so  definite,  nor  the  principles  so  well  established,  that 
rate-making  can  be  relegated  to  a  group  of  disinterested  experts. 
There  is  no  collection  of  pure  premiiun  statistics  in  any  way  com- 
parable to  the  standard  mortality  tables  of  life  insurance.  For  a 
few  states  the  classified  experience  of  all  insurers  is  officially  reported 
and  published;  elsewhere  experience  is  recorded  only  in  the  private 
files  of  insurance  carriers.  Neither  is  there  any  large  body  of 
established  principles:  the  most  fundamental  statistical  and 
actuarial  problems  are  yet  in  an  early  stage  of  discussion.^  Under- 
writers' judgment,  accordingly,  plajrs  a  great,  often  a  decisive, 
rftle  in  the  determination  of  rates,  and  the  exercise  of  this  judgment 
gives  scope  to  the  play  of  competitive  interests.  But  the  less 
determinate  the  ultimate  cost  of  any  commodity  is  the  greater 
the  danger  of  ruinous  losses  from  competitive  price-cutting — 
a  lesson  enforced  in  compensation  insurance  by  bitter  experience. 
Hence  the  felt  necessity  of  organizations  for  assembling  statistical 
experience,  establishing  rate-making  procedure,  and  harmonizing 
opposed  views  to  the  end  that  rates  may  be  reasonably  stable, 
adequate,  and  equitable.  Out  of  these  considerations,  backed  in 
several  states  by  official  rate  supervision,  has  grown  a  somewhat 
loose,  but  fairly  effective,  organization  for  rate-making. 

'  See  Proceedings  of  Joini  Conference,  1915,  U.S. 

•  See  p.  978. 

'  Cf .  the  Casualty  Actuarial  and  Statistical  Society  of  America. 
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The  rate-making  machinery  as  thus  far  developed  comprises  a 
series  of  rating  bureaus,  or  associations  of  insurers,  official  and 
unofficial,'  several  insurance  departments  or  other  supervisory 
authorities  and  a  number  of  joint  committees  representing  both 
bureaus  and  departments.  Of  the  last-mentioned  bodies  the  most 
important  are  the  Standing  Committee  on  Manual  Rates'  and  the 
Standing  Committee  on  Schedule  Rating,  each  composed  of  three 
stock  companies,  two  mutuals,  a  (competing)  state  fund,  and  an 
insurance  department.  Through  these  committees  are  cleared  all 
revisions  of  rates  or  schedule  rating,  whether  general  in  character 
or  pertaining  only  to  particular  risk  classes.  The  committees 
have  no  official  status,  their  decisions  are  not  binding  upon  either 
the  constituent  bureaus  or  any  supervising  authority,  and  the 
insurance  department,  which  by  courtesy  acts  as  chairman,  has 
only  a  casting  vote  without  veto.  The  greatest  weakness  of  the 
existing  organization,  indeed,  is  that  rates  are  necessarily  made 
for  separate  jurisdictions  and  subject  to  separate  state  supervision 
so  that  common  action  depends  upon  a  very  general  consensus 
of  opinion.  Inasmuch  as  both  the  balance  of  insuring  interests 
and  the  views  and  policies  of  administrative  authorities  differ 
from  state  to  state,  uniformity  of  practice  is  very  difficult  to  main- 
tain. Nevertheless,  the  recommendations  of  the  Standing  Com- 
mittees carry  great  weight  on  account  of  their  balanced  composition^ 

'  The  affiliated  bureaus  are  (i)  the  National  Workmen's  Compensation  Service 
Bureau  and  (2)  the  official  rate-making  and  enforcing  bureaus  of  New  York,  Massa- 
chusetts, Pennsylvania,  and  California. 

>  The  Standing  Committee  on  Manual  Rates  grew  out  of  a  Joint  Conference  on 
Workmen's  Compensation  Insurance  Rates  (cited  above  as  Joint  Conference)  held  in 
the  fall  of  191 5  and  participated  in  by  the  National  Service  Bureau,  the  Compensation 
In^>ection  Rating  Board  (of  New  York),  the  Massachusetts  Bureau,  the  Insurance 
Departments  of  New  York,  Massachusetts,  and  Pennsylvania,  and  the  Industrial  Com- 
mission of  Wisconsin.  For  the  general  rate  revision  of  191 7  the  permanent  committee 
was  temporarily  enlarged  by  the  addition  of  two  stock  and  two  mutual  companies. 
This  temporary  body  is  known  as  the  Augmented  Standing  Committee,  191 7. 

'Excessive  rates,  wherever  rates  are  uniform  for  all  carriers,  operate  to  the 
competitive  advantage  of  participating  carriers  by  increasing  the  margin  for  policy 
dividends.  Conversely,  large  stock  companies  not  infrequently  have  championed 
unremunerative  rates  in  order  to  embarrass  competitors.  Besides  this  historic  align- 
ment of  stock  and  mutual  carriers,  there  are  many  cross-combinations  and  divisions 
upon  particular  classifications,  determined  by  the  competitive  interests  of  particular 
companies  represented  upon  rate-making  committees. 
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as  well  as  of  the  individual  ability  and  experience  of  their  members. 
Largely  through  their  influence  substantial  uniformity  throughout 
the  United  States  has  been  established  in  classifications,  in  schedule 
rating,  and  in  relative  rates  for  the  several  risk  classes.' 

Neither  the  present  methods  of  rate-making  nor  the  existing 
machinery  for  that  purpose,  neither  the  data  employed  nor  the 
results  produced,  are  wholly  satisfactory  to  insurers  or  insured. 
Yet,  to  anyone  acquainted  with  the  rate-making  situation  in 
employers'  liability  days,  or  even  with  current  practice  in  other 
branches  of  casualty  insurance,  the  progress  achieved  during  five 
years  of  compensation  eiq)erience  is  full  of  encouragement.  Doubt- 
less, rates  will  never  be  so  stable  or  so  much  a  matter  of  mathematics 
as  in  life  insurance.  The  great  variety  of  conditions  to  be  met  and 
the  incontinent  changes  to  which  those  conditions  are  subject, 
will  alwajrs  call  for  imderwriting  judgment  as  well  as  actuarial 
competition.  But  as  the  mass  of  statistical  eiq)erience  grows  and  is 
subjected  to  more  searching  analysis,  ascertained  fact  will  more  and 
more  narrow  the  field  of  judgment.  In  particular,  the  pure  premium 
values  of  divergent  legal  benefits  and  the  pure  premium  effects 
of  local  variations  in  occupational  hazards  or  of  cyclic  fluctuations 
in  industrial  activity,  are  all  susceptible  of  statistical  determina- 
tion. It  is  fairly  to  be  expected,  also,  that  further  development 
of  public-rate  supervision,  which  seems  now  in  full  course,  will  lead 
to  a  more  authoritative  and  coherent  organization  for  rate-making. 
Another  decade,  accordingly,  should  put  compensation  insurance 
rates  upon  a  soimd  and  stable  basis,  so  far  as  such  a  consummation 
can  be  hoped  for  under  competitive  conditions. 

E.  H.  Downey 

Hab^lisbiorg,  Pa. 

<  The  "bade  manual,"  in  general  use,  expresses  the  rates  for  all  states  by  a  uni- 
form set  of  symbols,  with  separate  key  sheets  for  each  state. 
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The  theory  presented  in  The  Value  of  Moneys  bears  an  interest- 
ing and  in  some  respects  a  unique  relation  to  the  general  theory  of 
value  and  to  existing  monetary  theories.  The  purpose  is  to  estab- 
lish a  functional  theory  of  money  by  the  use  of  a  social  value 
concept  and  a  social  psychology.  ^'Economic  social  value  is  an 
institutional  value,  specially  weighted  and  controlled  by  individuals, 
classes,  and  institutions"  (p.  484).  "The  function  of  economic 
values  is  to  guide  and  control  the  economic  activities  of  men" 
(p.  2  7) .  The  problem  of  the  value  of  money,  therefore,  is  to  account 
for  the  social  value  of  the  doUar  in  terms  of  the  functions  which  the 
dollar  performs. 

The  chief  functions  of  money  are  performed  during  the  process 
of  dynamic  change,  and  so  a  functional  theory  of  money  must  be 
a  dynamic  theory.  "The  main  work  of  money  and  credit  is  in 
effecting  'transitions',  bringing  about  readjustments,  enabling 
society,  with  little  shock,  to  adapt  itself  to  dynamic  change" 
(p.  392).  "To  talk  about  the  laws  of  money  *  after  the  transition 
is  completed'  is  to  talk  about  the  work  money  will  do  after  it  has 
finished  working.  For  a  functional  theory  of  money  and  credit  we 
must  study  the  obstacles  that  exist  to  prevent  the  fluid  market.  We 
must  study  friction,  transitions,  dynamic  phenomena"  (p.  266). 

This  formulation  of  the  problem  makes  the  adequacy  of  the 
theory  rest  largely  upon  the  character  of  treatment  accorded  the 
central  facts  of  psydiology  and  change.  A  fimctional  theory  of 
money  can  be  established  by  the  use  of  a  social  value  concept  pro- 
vided the  concept  is  adapted  to  the  analysis  of  the  institutional 
facts  which  are  regarded  as  fundamental.  A  judgment  on  the 
theory,  therefore,  necessarily  involves  a  decision  upon  the  concept 
used  in  the  analysis.  The  larger  questions  to  be  raised  in  connec- 
tion with  the  theory  are  whether  the  method  of  argument  employed 

'  The  Value  of  Money ^  by  B.  M.  Andersoiiy  Jr.  New  York:  Macmillan,  19179 
8vo,  pp.  xxviii+610. 
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is  in  harmony  with  the  purpose  of  the  theory;  whether  the 
presuppositions  avowed  are  the  actual  working  basis  of  the 
argument. 

Before  these  questions  can  be  considered,  however,  it  is  necessary 
to  present  the  conclusions  reached  by  the  social  value  theory.  This 
requires,  first,  a  brief  reference  to  an  existing  controversy  in  mone- 
tary theory;  secondly,  a  sketch  of  the  relations  established  by  the 
theory  between  the  origin,  the  functions,  and  the  value  of  money; 
and,  thirdly,  a  contrast  between  the  social  value  doctrine  and  other 
monetary  theories.  Attention  may  then  be  turned  to  the  larger 
issues  of  method  as  illustrated  in  the  handling  of  the  problems 
related  to  the  organization  of  credit  and  banking. 


The  social  value  theory  of  money  endeavors  to  mediate,  at  cer- 
tain points,  between  two  opposing  doctrines  which  it  finds  in  dis- 
puted possession  of  the  field.  One  extreme  is  the  "  quantity  theory," 
which  regards  the  purchasing  power  of  money  as  dependent  upon 
the  number  of  dollars;  the  other  extreme  is  the  "commodity 
theory,"  which  explains  the  value  of  money  solely  by  the  value  of 
gold  bullion  considered  as  a  commodity.  These  rival  theories,  as 
currently  formulated,  are  an  aftermath  of  the  political  controversy 
which  preceded  the  adoption  of  the  gold  standard.  In  this  contro- 
versy a  crude  quantity  theory  was  tiuned  into  a  political  doc- 
trine. It  came  to  be  regarded  by  some  theorists,  therefore,  as 
"a  most  fruitful  source  of  false  doctrines,"'  and  they  offered  in  its 
place  a  theory  which  emphasized  the  dependence  of  the  standard 
of  prices  upon  the  value  of  gold  as  a  commodity.  Other  theorists 
kept  their  faith  in  the  quantity  theory  and  believed  what  was 
needed  was  a  "revision  of  that  venerable  doctrine  rather  than  its 
repudiation."*  They  gave  the  theory,  therefore,  a  precise  expres- 
sion in  an  equation  of  exchange  and  attempted  a  statistical  verifi- 
cation.   To  this  divided  opinion  the  social  value  theory  addresses 

*  W.  A.  Scott,  Money  and  Banking,  1903,  p.  63. 

*  Irving  Fisher,  The  Purchasing  Power  of  Money,  191 1,  p.  viL  For  an  earlier 
revision,  similar  in  purpose  and  method,  see  £.  W.  Knnmerer,  Money  and  CredU 
Instruments  in  Their  Rdation  to  General  Prices,  1906. 
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itself y  and  what  it  has  to  say  is  conditioned  by  a  change  in  the 
general  theory  of  value  which  was  contemporary  with  the  develop- 
ment of  these  diflferences  in  monetary  theory. 

The  change  of  emphasis  in  value  theory  from  cost  of  production 
to  marginal  significance  gave  the  social  value  theory  an  opportunity 
to  revise  monetary  theory  from  the  viewpoint  of  marginal  signifi- 
cance. The  "commodity  theory,"  in  its  fullest  presentation,  relied 
on  a  cost  of  production  theory;'  the  "quantity  theory,''  in  its  most 
detailed  statistical  proof,  held  that  marginal  utility  could  not  be 
applied  to  the  problem  of  the  value  of  money.*  Wieser,  Schumpe- 
ter,  Kinley,  Davenport,  and  Wicksteed,  each  in  his  own  way,  had 
attempted  the  application  of  the  marginal  utility  theory  to  the 
value  of  money,  but,  lacking  a  social  value  concept,  each  in  his  own 
way  had  fallen  into  the  Austrian  circle.* 

'  J.  L.  Laughlin,  The  Principles  of  Money,  p.  361 :  ''The  general  outcome  has  been 
a  race  between  the  effects  of  lowered  cost  of  obtaining  gold  and  a  lowered  expense  of 
'  producing  goods  in  general,  in  which  the  latter  has  won."  This  may  be  placed  in  oask- 
trast  with  the  o[^)osing  theory  formulated  by  Fisher  in  The  Purchasing  Power  of  Money, 
p.  246:  ''It  will  be  seen  that  the  history  of  prices  has  in  substance  been  the  history 
of  a  race  between  the  increase  in  the  media  of  exchange  and  the  increase  in  trade, 
while  (we  assume)  the  velocities  of  circulation  were  changing  in  a  much  less  degree. 
Sometimes  the  circulating  medium  shot  ahead  of  trade  and  then  prices  rose. 
Sometimes,  on  the  other  hand,  circulating  medium  lagged  behind  trade  and  then 
prices  fell." 

'  Fisher,  ibid.,  p.  33. 

*  Wieser,  who,  according  to  Anderson,  furnishes  "the  clearest  possiUe  case  of  the 
Austrian  circle,"  believes  that  "the  value  of  money  depends  on  its  subjective  value  in 
exchange,  the  marginal  utility  of  the  goods  which  are  exchanged  for  it.  But  these 
depend  on  prices.  And  prices  depend,  in  part,  on  the  value  of  money  itself  I"  (p.  89). 
Sdiumpeter,  who  esci^)es  criticism  at  first  "by  avoiding  assertions  as  to  causation" 
(p.  98),  is  finally  found  guilty  of  falling  mto  a  circle  invented  by  Wieser,  a  "circle  as 
dear  as  day"  (p.  100).  Davenport,  so  it  is  held,  in  explaining  the  logical  sequence 
on  the  demand  dde  of  the  price  adjustment  overiooks  the  fact  that  the  prices  as  well 
as  the  marginal  utilities  of  alternative  goods  have  to  be  taken  into  account,  and,  further, 
he  assumes  the  value  of  money.  He  "is  thus  doubly  assuming  value,  the  thing  to  be 
explained  1"  (p.  X14).  Wicksteed,  though  unusually  circum^>ect,  is  believed  finally 
to  have  made  an  "illicit  leap  from  marginal  demand  price  to  marginal  utility,"  and 
thus  he  "lapses  into  the  circle  in  its  completest  form"  (p.  116).  Others  found 
guilty  of  logical  circles  are  J.  B.  Gark,  Caimes,  F.  A.  Walker,  Kinley,  Nicholson, 
and  Anderson,  he,  cit,,  pp.  13,  59,  62,  iii,  132.  Anderson  believes  his  own  social 
value  theory  avoids  the  circle  because  it  turns  "to  the  concrete  whole  of  social  men- 
tal life."  But,  as  he  suggests  elsewhere,  this  may  be  regarded  as  enlarging  the  dxde 
instead  of  breaking  it.    See  Anderson,  Social  Value,  p.  152. 
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The  social  value  concept,  however,  makes  it  possible,  according 
to  Anderson,  to  keep  the  logic  of  marginality  out  of  an  otherwise 
inevitable  circularity,  and  to  bring  the  problem  of  the  value  of 
money  safely  into  touch  with  the  doctrines  of  marginal  significance. 
By  recognizing  two  marginal  significances,  first,  ^'the  sodal  value 
of  gold  bullion,  conceived  of  as  a  commodity,'^  and,  secondly,  the 
^'adflitional  value  which  comes  to  gold  as  a  consequence  of  its 
employment  as  money"  (p.  390),  Anderson  attempts  to  mediate 
between  the  "commodity  theory,'*  which  "seems  to  deny  that  the 
money  employment  has  any  direct  effect  in  increasing  the  value  of 
money,'*  and  the  "quantity  theory,"  which  "would  utterly  divorce 
the  value  of  money  from  causal  dependence  on  the  stuff  of  which 
money  is  made"  (p.  144). 

One  may  approximate  the  social  value  theory  of  money,  though 
without  doing  full  justice  to  the  novelty  of  its  viewpoint  and  conclu- 
sions, by  the  following  process  of  addition,  subtraction,  and  substi- 
tution. Begin  with  an  extreme  conmiodity  theory,  and  substitute 
for  its  cost  of  producing  gold  a  theory  of  marginal  significance, 
being  careful  to  use  the  social  value  variety  and  not  the  marginal 
utility  of  the  Austrians.  To  this  value  of  gold  as  a  commodity  add 
the  value  arising  from  the  money-employment — ^that  "modicum  of 
truth  which  the  quantity  theory  contains"  (p.  195);  a  value,  how- 
ever, which  is  not  proportional  to  the  number  of  dollars,  but  is  the 
value  of  the  services  attributed  to  the  dollar.  The  mathematical 
result  is  not  the  complete  social  value  theory  of  money,  but  the 
process  gives  a  fair  indication  of  the  relation  of  that  theory  to  the 
other  monetary  theories  involved. 

n 

A  sketch  of  the  social  value  theory  will  serve  to  indicate  the 
relations  which  the  theory  finds  between  the  origin,  the  functions, 
and  the  value  of  money,  and  the  influence  of  credit.  A  summary  of 
the  theory  is  here  presented  in  bare  outline. 

The  precious  metals  were  differentiated  from  other  com- 
modities and  became  money  because  they  possessed  a  superior 
saleability.    History,  therefore,  supports  what  logic  requires — ^that 
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the  commodity  have  value  from  some  non-monetary  source  before 
it  can  serve  as  money. 

The  services  of  money  are  not  all  equally  important  as  sources 
of  value.  One  of  them,  the  "measure  of  values"  function,  con- 
tributes no  value;  others,  such  as  mediiun  of  exchange  function, 
the  "option-bearing"  function,  the  store  of  value  function,  and  the 
reserve  for  credit  function,  do  ordinarily  add  to  the  value  of  money, 
but  in  varying  degrees  and  subject  to  the  influences  of  time  and 
place. 

The  "measure  of  values"  fimction,  though  it  is  of  great  social 
importance,  is  not  a  source  of  value  because  the  service  of  the  dollar 
as  a  mediiun  of  thought  and  of  expression  does  not  require  the 
actual  use  of  the  dollar.  Or,  to  put  it  another  way,  thinking  in 
terms  of  the  dollar  does  not  require  the  ownership  of  dollars,  and  the 
imputation  process,  being  unconcerned  about  social  importances, 
imputes  to  the  dollar  only  those  values  over  which  ownership  gives 
control.  The  "measure  of  values"  function  yields  no  differential 
advantage  in  favor  of  the  holders  of  money  as  against  the  owners 
of  goods,  and  thus  it  is  a  service  the  value  of  which  is  not  appro- 
priable imder  the  institution  of  ownership.' 

The  medium  of  exchange  function  gives  the  holders  of  money 
an  opportunity  to  take  advantage  of  those  values  created  by 
exchanging.  The  gains  thus  made  are  dependent  upon  the  posses- 
sion of  money  and  are  therefore  attributed  to  the  dollar. 

The  "bearer  of  options"  function,  the  special  privilege  which 
the  holder  of  money  has  of  acting  quickly  in  a  rapidly  changing 
market,  is  another  source  of  value.  This  fimction  of  money  is 
shared  with  "liquid  securities  of  low  yield  and  stable  value,  short 
loans,  call  loans,  or  bank-deposits"  (p.  425).  The  share  of  this 
service  performed  by  money  varies  with  the  fluctuations  of  "busi- 
ness distrust,"  an  increased  burden  falling  on  it  during  a  panic 
when  men  convert  their  securities  and  deposits  into  cash,  and  a 

'  The  question  remains,  for  institutional  theory,  whether  the  so-called  "measure 
of  values"  function  is  a  r61e  performed  by  money  alone,  or  whether  it  is  to  be  attributed 
in  part  to  other  associated  institutions  such  as  the  system  of  prices  itself.  In  pecuniary 
valuation  the  market  "largely  dictates  the  valuations  which  it  afterward  equilibrates.'' 
See  C.  H.  Cooley,  "The  Institutional  Character  of  Pecuniary  Valuation,"  American 
Journal  of  Sociology,  January,  1913. 
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decreased  burden  when  the  return  of  confidence  releases  money 
from  the  service  of  "option  bearer." 

The  store  of  value  function  is  properly  to  be  distinguished  from 
the  "bearer  of  options"  function,  the  distinction  turning  on  the 
possibility  of  making  definite  provision  for  a  contingency.  If  held 
for  a  definite  contingency  it  is  the  store  of  value  function,  but  since 
certain  types  of  bonds  may  often  be  more  advantageously  held  for 
that  purpose,  in  present  day  functioning  money  itself  is  less  impor- 
tant as  a  means  of  storing  value  than  as  a  "bearer  of  options." 

The  reserve  for  credit  function  is  a  phase  of  the  "bearer  of 
options"  function,  money  differing  only  in  degree  from  liquid 
assets — ^the  so-called  "secondary  reserves."  The  best  substitute 
for  a  money-reserve  is  the  call  loan,  with  corporate  securities  as 
collateral,  the  great  liquidity  of  that  type  of  loan  being  due  to  its 
impersonal  character  and  to  the  activity  of  speculative  trade  in  the 
collateral.  This  freedom  of  substitution  in  the  reserve  function 
means  that  the  part  which  money  plays  in  bank  reserves  is  not 
constant  and  that  there  is  no  fixed  or  normal  ratio  between  bank 
reserves  or  money  in  circulation  and  bank  deposits. 

A  conceivable  limit  upon  the  expansion  of  bank  credit  in  the 
world  as  a  whole  is  contained  in  the  total  of  the  world's  gold  supply, 
but  inside  of  this  limit,  which  is  never  reached,  there  is  great  flexi- 
bility, and  the  variations  are  such  as  to  make  it  impossible  to  talk 
of  a  normal  proportionality  between  gold  and  credit.  Within  a  given 
coimtry  the  causal  sequence  between  reserves  and  deposits  is  the  re- 
verse of  that  asserted  by  the  quantity  theory.  Rising  prices  lead  to 
increasing  trade  and  to  expanding  credit,  accompanied  by  a  rise  in 
short-time  interest  rates  which  draw  gold  into  the  country.  There- 
fore, "increasing  reserves  are  a  resuU  and  not  a  cause  of  increasing 
loans  and  deposits"  (p.  532). 

The  effectiveness  of  the  short-time  money  rates  in  drawing  gold 
to  a  coimtry  is  apparently  due  to  the  fact  that  those  rates  are  an 
index  to  the  value  of  the  services  of  money.  "There  is  at  any  time 
a  demand  curve  for  this  money  service,  manifesting  itself  in  the 
money  market,  a  demand  for  the  short-time  use  of  money  as  a  tool 
of  exchange"  (p.  72).  The  loan  rate  charged  by  the  bank,  for 
example,  represents  a  differential,  largely  due  to  superior  salability. 
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between  bank-credit  and  the  borrower's  note,  a  premium  on  present 
money  fimds,  "so  much  money,  for  the  use  of  money,  for  such  a 
length  of  time"  (p.  453).  When  these  rates  are  relatively  high  in 
one  market  they  indicate  the  high  value  of  money-services  in  that 
market,  and  money  fimds  flow  in  that  direction.  These  rates  "are 
properly  to  be  considered,  not  interest  on  abstract  capital,  but  the 
rent  of  a  particular  capital-good,  namely,  money"  (p.  145).  This 
money-market  concept  of  "money"  is  intended  to  include  bank- 
credit.' 

Bank  credit  represents  a  fund  of  rights  in  liquid  form,  and,  like 
other  kinds  of  credit,  its  chief  fimction  is  to  aid  in  carrying  out  the 
readjustments  required  by  dynamic  change.  Credit  accomplishes 
this  by  making  "fluid  and  saleable  articles  of  wealth  other  than 
money"  (p.  476),  thus  tending  to  give  to  all  goods  that  degree  of 
saleability  which  money  itself  possesses.  A  consequence,  therefore, 
of  credit  extension  is  a  closing  of  the  gap  of  saleability  between 
money  and  other  goods,  so  that  when  "credit  has  done  its  perfect 
work"  (p.  478)  gold  will  cease  entirely  to  function  as  money  and 
have  only  the  value  arising  from  commodity  functions.  The  differ- 
ential advantage  of  money  will  then  have  disappeared  along  with  all 
the  value-giving  functions  of  money,  for  with  the  coming  of  static 
conditions  only  the  measure  of  values  fimction  will  remain.  The 
disappearance  of  the  differential  through  the  use  of  credit  causes 
a  general  rise  in  prices  brought  about  by  the  lowered  value  of  money 
and  the  increased  values  of  goods. 

The  r61e  of  money  and  credit  in  economic  theory  is  to  smooth 
the  way  for  static  theory  by  bringing  about  the  fluid  market  and 
by  overcoming  friction.  Their  function  is  to  give  "verisimilitude 
to  the  static  theory,  to  make  the  assumptions  of  static  theory  come 
true"  (p.  263).  Since  all  of  the  value-giving  functions  of  money 
and  credit  are  performed  only  during  the  continuance  of  dynamic 
changes,  and  since  static  theory  cannot  make  a  logical  beginning 
without  assuming  the  value  of  money,  it  follows  that  "the  theory 

>  The  important  influence  upon  money-rates  of  banking  as  a  source  of  loanable 
funds  is  not  considered,  the  discussion  of  the  effects  upon  the  interest  rate  of  an  increase 
in  money-capital  being  confined  to  the  increase  of  standard  coin  {pp.  333  and  484, 
note).  The  theory  differs  in  this  respect  from  the  analysis  of  the  loan-fund  by  Daven- 
port   See  Davenport,  Economics  of  Enterprise,  chaps,  xviii,  ziz. 
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of  money  and  credit  is  essentially  a  dynamic  theory  and  the  notion 
of  'normal  equilibriimi'  which  imderlies  the  quantity  theory  has 
no  bearing  whatever  on  these  fundamental  matters"  (p.  495). 

m 

Fundamental  as  are  the  differences  between  the  social  value 
theory  of  money  and  the  quantity  theory,  there  are,  however, 
important  similarities  in  the  formulations  of  the  problem  which 
give  rise  to  the  respective  concepts  of  social  value  and  of  the  equa- 
tion of  exchange.'  Both  formulations,  for  example,  find  '' desira- 
bility" an  unsatisfactory  starting  point  for  the  explanation  of  the 
value  of  money,  but  for  different  reasons.  Anderson  finds  desira- 
bility inadequate,  logically  and  causally,  as  the  explanation  of  any 
value;  Fisher,  though  he  finds  it  adequate  for  other  values,  believes 
the  degree  of  desirability  unfitted  to  e3q>lain  the  purchasing  power 
of  money,  because  the  desirability  of  the  dollar  rests  upon  its  pur- 
chasmg  power.  Both  theories  agree,  also,  as  to  the  logical  necessity 
of  a  value  prior  to  particular  prices.'  Anderson  finds  a  '' logical 
resting-place"  in  the  social  values  antecedent  to  all  tprices;  Fisher 
finds  it  in  the  dollar  of  the  price-level,  which,  though  it  is  not  tem- 
porally antecedent  to  the  particular  prices,  may  be  treated  as 
logically  independent  of  and  prior  to  them.  Fisher  believes  "that 
individual  prices  cannot  be  fully  determined  by  supply  and  demand, 
money  cost  of  production,  etc.,  without  surreptitiously  introducing 
the  price  level  itself,"^  and  so  he  separates  the  study  of  price-levels 
from  the  study  of  particular  prices,  just  as  Anderson  separates  the 
theory  of  value  from  the  theory  of  price.  Both  of  them,  therefore, 
step  back  of  price  theory  to  a  concept  which  is  presumably  more 
fundamental,  in  order  to  avoid  the  circularity  of  reasoning  which 

<  As  "  the  most  uncompromising  of  the  quantity  theorists/'  Irving  Fisher  has  given 
that  doctrine  in  The  Purchasing  Power  of  Money  the  expression  which  is  selected  by 
Anderson  for  detailed  criticism. 

'  Fisher,  ibid.,  p.  183 :  "The  causation  of  individual  prices  can  only  explam  prices 
as  compared  among  themselves.  It  cannot  explain  the  general  level  of  prices  as  com- 
pared with  money."  Anderson  speaks  of  the  social  value  concept  as  a  "causal  force, 
lying  behind  prices,  even  though  expressed  in  prices''  (p.  87,  note). 

s  Fisher,  »6fJ.,  p.  175. 
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both  believe  to  be  inevitably  involved  so  long  as  the  theory  deals 
with  the  sjrstem  of  prices  directly. 

Beyond  these  similarities  in  the  conception  of  the  problem,  how- 
ever, the  agreements  end.  No  quarter  is  given.  Anderson  chal- 
lenges ** virtually  every  contention  and  every  assimiption  of  the 
quantity  theory;  gives  the  doctrine  a  detailed  examination; 
attempts  a  statistical  refutation  of  it";  and  finally  condudes  that 
"the  quantity  theory  is  utterly  invalid." 

It  is  not  evident  that  the  quantity  theory  need  be  overthrown 
in  order  to  show  the  advantages  of  the  social  value  theory.  The 
differences  in  viewpoint  and  in  assumptions  may  save  one  theory 
from  being  precluded  by  the  other.  And  since  the  disagree- 
ments arise  out  of  differences  in  the  assimiptions  they  cannot  be 
settled  by  an  argument  over  the  corollaries.  In  fact,  Anderson's 
attempt  to  disprove  the  theory,  after  granting  its  assumptions,  does 
not  carry  conviction  because  his  argument  does  not  stay  within  the 
limits  imposed  by  the  quantity  theory.  The  ambiguity  in  the  term 
"transition  period,"  among  other  difficulties,  prevents  the  issue 
being  clearly  joined.  Anderson  insists  that  the  term  as  used  in  the 
equation  of  exchange  is  a  confusion  between  a  logical  category  and 
an  actual  period  of  time.  When  his  refutation,  however,  does  not 
use  the  "transition  period"  in  the  quantity  theory  sense,  it  does 
not  prove  the  quantity  theory  to  be  false,  granting  all  its  assump- 
tions. For  it  is  by  means  of  the  omnipresent  transition  period  that 
Fisher's  quantity  theory  escapes  the  contradiction  of  his  own 
figures,  and  remains,  as  it  was  in  the  beginning,  a  normal  tendency. 

Equally  indecisive  is  the  argument  intended  to  disprove  the 
passiveness  of  the  price-level,  and  again  it  is  due  to  a  primary  differ- 
ence in  the  method  of  argument.  The  proposition  that  the  price- 
level  is  the  passive  resultant  of  the  other  factors  is  fundamental  to 
the  causal  theory  accompanying  the  eqiiation  of  exchange,  and  a 
disproof  of  the  proposition  on  its  own  assumptions  would  overthrow 
the  equation  of  exchange.  But  Anderson  does  not  proceed  on 
Fisher's  basis  of  separating  the  study  of  price-levels  from  that  of 
particular  prices.  This  separation  is  essential  to  the  logic  of  the 
equation  of  exchange,  and  an  argument  which  fails  to  recognize  it 
does  not  furnish  a  disproof.    Anderson's  argument  b^ins  with  a 
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change  in  particular  prices,  but  this,  instead  of  being  regarded  as  a 
disproof  of  the  passiveness  of  the  price-level,  may  be  regarded  as 
the  influence  of  particular  prices  during  a  transition  period.  The 
social  value  theorist  may  doubt  the  fruitfulness  of  making  all  the 
assumptions  required  by  the  equation  of  exchange,  but  upon  those 
assumptions  he  has  not  disproved  the  quantity  theory. 

Neither  the  social  value  theory  nor  the  equation  of  exchange  is 
entirely  adequate  to  deal  with  certain  aspects  of  the  monetary 
problem.  Both  theories  have  a  common  limitation  in  their  belief 
in  the  singleness  of  the  value  of  money.  The  equation  of  exchange 
finds  the  purchasing  power  of  money  expressed  in  a  single  average 
of  prices;  the  social  value  theory  finds  it  in  the  single  psychological 
significance  of  the  dollar.  But  it  is  characteristic  of  a  general 
change  in  prices  that  the  degree  of  change  is  not  uniform  between 
various  groups  of  prices,  and  that  the  change  does  not  reach  all 
conunodities  simultaneously. 

Now  it  is  in  the  interpretation  of  such  a  general  change  and  of 
its  relation  to  the  changing  monetary  and  credit  conditions  that 
the  monetary  problem  arises.  The  lack  of  uniformity  in  the  change, 
with  its  implications  as  to  the  values  of  money,  cannot  be  accounted 
for  by  a  theory  based  upon  a  concept  which  confines  the  condusions 
to  a  single  value.  The  prices  whidi  are  averaged  into  a  price-level 
make  in  reality  a  system  of  prices,  and  an  inquiry  into  a  general 
change  in  prices  must  include  a  study  of  this  system  with  reference 
to  the  interdependence  of  its  parts.  Both  the  social  value  absolute 
and  the  single  average  of  the  price-level  blur  and  conceal  those  facts 
of  interdependence  and  their  influences  on  the  direction  and  rate 
of  change  in  the  values  of  money;  both  theories  are  under  the 
temptation  of  attributing  the  working  of  those  influences  to  other 
factors  which  can  be  brought  into  the  scheme  of  generalization. 

When  the  attempt  is  made  to  give  a  statistical  e3q>ression  to  the 
sodal  value  of  money  a  difficulty  arises  which  is  perhaps  inherent 
in  the  absolute  value  concept  itself.  Anderson  suggests  that  a 
measure  of  this  absolute  value  can' be  obtained  by  constructing  an 
index  number  from  "numerous  wholesale  prices  substantially 
weighted  by  wages"  (p.  382).  In  fact,  the  very  index  numbers 
used  by  Kemmerer  and  Fish^  in  their  attempts  to  prove  the 
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quantity  theory  statistically,  though  not  adapted  to  their  pur* 
poses,  are  said  to  be  "very  good"  as  ^^indicia  of  changes  in  the 
absohUe  value  of  money."  The  difficulty  with  this  proposal  to 
measure  the  social  value  of  money  by  an  index  number  of  prices, 
becomes  evident,  however,  from  a  statement  made  by  Anderson  in 
another  connection,  a  statement  concerning  the  relation  of  the  value 
of  money  to  prices.  "Particular  prices  and  general  prices  may 
change  because  of  changes  in  the  values  of  goods,  with  no  change 
in  the  value  of  money.  Or,  particular  prices  and  general  prices 
may  change  because  of  changes  in  the  value  of  money,  with  goods 
remaining  constant  in  value"  (p.  389).  Now,  if  this  is  true,  if 
general  and  particular  prices  may  change  without  a  change  in  the 
value  of  money,  how  can  it  be  argued  that  an  average  of  prices  may 
be  regarded  as  an  index  of  the  absolute  value  of  money  ?  How  can 
any  index  number  which  may  vary  from  either  of  the  values  con- 
cerned (social  value  of  money  and  social  values  of  goods)  be  taken 
as  an  expression  of  the  social  value  of  money  ?  Is  it  true  that  an 
absolute  value  of  money  can  be  measured  only  on  the  assumption 
that  the  values  of  goods  are  unchanging;  and  that  the  values  of 
the  goods,  in  turn,  can  be  measured  only  on  the  assunq)tion  of  a 
fixed  value  of  money  ?  And  if  the  social  value  concept  can  be  given 
numerical  expression  only  on  the  basis  of  these  assumptions  and 
within  these  limitations,  how  does  that  fact  affect  the  peculiar 
advantage  which  such  a  concept  is  held  to  possess  for  the  analysis 
of  quantitative  problems  ? 

Another  difficulty  arises  in  Anderson's  attempt  to  distinguish 
quantitatively  between  the  "original"  value  of  money  and  the 
"functional"  or  "added"  value.  Money  rates  are  held  to  express 
this  "functional"  value,  but  not  in  a  way  to  give  a  "portion"  to 
be  added  to  a  capital  value.  In  the  discussion  of  the  gradual 
appreciation  of  greenbacks  it  is  held  that  the  value  of  the  money- 
employment  was  a  factor  in  bringing  them  to  par  before  redemption. 
"This  value  is,  ordinarily,  not  very  great"  (p.  147).  Later,  how- 
ever, the  statement  is  made  "that  a  considerable  part  of  the  value 
of  the  standard  of  value  comes  from  its  employment  as  medium 
of  exchange  and  as  reserve"  (p.  328).  In  the  attempt  to  find  how 
much  value  is  due  to  the  money-form  of  gold  the  question  is  raised 
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as  to  the  amount  of  premiiim  which  might  be  expected  on  gold  coin 
in  case  of  a  suspension  of  free-coinage^  with  the  conclusion  that 

in  a  country  where  the  bulk  of  the  money  work  is  in  effecting  small  transac- 
tions, we  might  expect  a  considerable  agio  for  coined  over  uncoined  metaL 
This  wouki  be  especially  true  if  that  country  had  few  facilities  for  credit  sub- 
stitutes for  the  coin,  particularly  for  small  transactions.  In  a  country  like  the 
United  States,  however,  where  checks  are  often  drawn  for  amounts  less  than 
a  dollar,  and  where  the  bulk  of  gold,  or  standard  money,  is  to  be  found,  not 
in  drculation  but  in  reserves,  one  need  not  anticipate  that  the  medium  of 
exchange  function  would  give  a  big  agio  to  gold  coin,  even  if  free  coinage 
ceased  i^.  445)^ 

Finally,  in  describing  "the  equilibrium  between  the  value  of  gold 
as  money  and  the  value  of  gold  in  the  arts"  (p.  450),  the  conclusion 
is  reached  that  "we  may  get  some  aid  in  reducing  these  com- 
plexities to  familiar  terms  if  we  employ  the  device  of  assuming  an 
equilibrium  between  gold  in  money  and  gold  in  arts,  without  trying 
to  explain  in  quantitative  terms  how  that  equilibrium  is  arrived 
at"  (p.  453). 

And  so,  the  "original"  and  the  "added"  values,  the  "marginal 
values"  in  the  arts  and  in  money,  remain  unassigned  and  tmassign- 
able  " portions."  Throughout  the  book,  whenever  the  theory  faces 
a  quantitative  problem  it  fails.  It  fails  because  the  measurement 
of  the  social  value  of  money  by  an  index  of  prices  cannot  be  set 
free  from  the  influence  of  changes  in  the  absolute  values  of  goods; 
because  absolute  value  cannot  be  given  separate  expression  in 
money  terms — the  only  common  numerical  expression  of  values 
available  in  the  pecimiary  order. 

IV 

Attention  may  now  be  given  to  those  problems  which  involve 
an  analysis  of  the  credit  and  banking  arrangements.  Here  the 
problems  of  liquidity,  the  theory  of  banking  reserves^  and  the 
account  of  the  origin  of  money  carry  the  argument  of  the  book  into 
a  field  where  the  adequacy  of  the  conclusions  depends  upon  the 
type  of  social  psychology  employed  and  upon  an  appreciation  of 
the  institutional  facts.  A  functional  theory  of  money  and  credit, 
which  has  set  for  itself  the  task  of  bringing  the  phenomena  of  the 
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money  market  into  generalizations  consistent  with  the  institutional 
value  of  money,  will  find  in  this  field  distinctive  problems. 

A  functional  and  institutional  theory  is  required  by  its  purpose 
to  emphasize  the  socially  organized  character  of  banking  activity. 
It  is  a  disappointment,  therefore,  when  Anderson^s  analysis  of  liquid- 
ity fails  to  give  adequate  recognition  to  the  way  in  which  the  banking 
and  credit  systems  as  a  whole  condition  the  operations  of  any  par- 
ticular bank  and  affect  the  liquidity  of  any  single  item  of  credit 
The  only  test  of  liquidity  applied  ''relates  to  the  items  separately, 
on  the  assumption  that  other  things  are  not  radically  changed" 
(p.  501).  The  term  "liquidity"  is  used  as  meaning  "that  the  loan 
is  made  to  put  through  a  transaction  which  will  be  completed  during 
the  term  of  the  loan,  and  permit  the  loan  to  be  automatically  paid 
off  "  (p.  501) .  But  can  a  test  which  "relates  to  the  items  separatdjr" 
accoimt  for  the  way  loans  are  "automatically"  paid  off  ?  The  "auto- 
matic" character  of  debt  payment  is  largely  dependent  upon  the  gen- 
eral condition  of  credit.  The  given  loan  represents  only  one  link  in 
a  chain  of  financing,  and  its  payment  depends  upon  a  sale  which  can 
often  be  made  only  if  the  prospective  purchaser  can  obtain  the  neces- 
sary credit.  The  test  proposed  asks  how  readily  a  single  bank  can 
reduce  its  loans.  But  the  ease  with  which  any  individual  bank  can 
reduce  its  loans  depends  largely,  in  the  modem  money  market,  upon 
how  easily  another  lender  can  be  found.  The  interdependence  of 
banking  and  credit  processes  is  such  that  the  liquidity  of  the  bank- 
ing and  credit  system  is  fimdamental  to  the  question  of  the  liquidity 
of  a  single  bank  or  of  a  particular  credit  item.  An  adequate  test  of 
liquidity  must  include  a  reference  to  the  banking  and  credit  organ- 
ization as  a  whole. 

The  absence  of  any  test  for  the  liquidity  of  the  system  may 
account  for  the  opinion  Anderson  holds  of  the  call  loan  as  an  espe- 
cially liquid  asset — an  opinion  which  does  not  appear  to  be  justified 
by  the  experience  of  the  banks  when  viewed  as  a  sjrstem.  It  is  held 
that  "stock  market  collateral  loans  thus  constitute  the  most  per- 
fectly satisfactory  sort  of  bank  loan  from  the  standpoint  of  liquid- 
ity"  (p.  514).  "The  banker  has  no  doubt  that,  with  watchfulness, 
he  can  always  realize  the  full  face  value  of  such  a  note"  (p.  493). 
But  banking  experience  shows  that  competitive  watchfulness  has 
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not  kept  the  call  loan  liquid.'  In  the  midst  of  panic,  with  policies 
which  will  not  care  for  them  in  an  emergency,  the  bankers  have  had 
to  improvise  a  method  of  procedure  for  dealing  with  liquidity  from 
the  viewpoint  of  the  system.  The  call  loan  has  served  as  a  method 
of  maintaining  reserves  for  a  bank  or  group  of  banks  largely  on  the 
condition  that  other  banks  would  extend  their  credit  and  carry 
the  shifted  loans.  Under  favorable  conditions  the  loan  has  been 
shifted  from  bank  to  bank  in  New  York,  and  with  rising  money  rates 
shifted  to  London  bankers  and  interior  bankers,  but  repeatedly, 
when  these  sources  of  relief  have  proved  inadequate,  the  bottom  has 
dropped  out  of  the  market,  money-pools  have  been  organized  as  a 
means  of  support,  and  in  extreme  cases  the  banks  have  suspended 
redemption.  In  other  words,  the  call  loan  has  been  satisfactory 
as  a  liquid  asset  in  the  New  York  market,  except  in  those  emer- 
gencies when  the  New  York  market  as  a  whole  and  upon  its  own 
responsibility  was  in  actual  need  of  being  liquid. 

An  inquiry  which  confines  itself  to  the  particular  assets  of  banks 
cannot  give  adequate  recognition  to  the  dependence  of  the  single 
bank  upon  the  liquid  condition  of  the  system.  A  theory  of  the 
liquidity  of  the  sjrstem  must  indude  in  its  generalizations  the  nature 
of  the  organized  relationships  among  banks,  the  character  of  the 
control  over  the  money-reserves  of  the  system,  and  the  policies  of 
the  bank  or  group  of  banks  responsible  for  that  margin  of  unused 
lending  power  by  which  the  shifted  loans  may  be  taken  over  and 
the  expansion  of  loans  in  the  emergency  made  possible. 

The  mechanical  separation  of  the  items  of  credit  and  the  cutting 
up  of  the  banking  organization  into  unrelated  banks  leaves  the 
theory  at  a  loss  for  a  functional  account  of  the  working  of  centralized 
reserves  and  for  a  comparative  study  of  banking  systems.  Take, 
for  instance,  the  discussion  of  those  *'  features  of  the  English  money 
market  which  have  made  it  possible,  in  the  period  preceding  the 
war,  for  English  bankers  to  get  on  with  so  little  gold.  As  will 
appear,  it  is  because  English  business  and  financial  affairs  have 
been  more  nearly  'static,'  have  come  nearer  to  realizing  the  assmnp- 
tions  of  static  economic  theory,  than  is  true  of  any  other  i:ountry 
on  earth"  (pp.  539-540).    That  is,  by  means  of  credit  and  the 

*  See  Sprague,  History  of  Crises  under  the  Naiumal  Banking  System^  pp.  84  and  301. 
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activity  of  speculators  and  brokers  the  goods  for  sale  in  the  London 
market  have  been  made  so  "fluid"  that  the  market  approximates 
the  "ideal  credit  economy"  in  which  "banks'  bookkeeping  becomes 
merely  a  refinement  of  barter"  (p.  543).  "The  static  law  of  bank 
reserves  is  that  none  are  needed"  OP-  544)- 

Doubtless  this  construction  could  be  placed  upon  the  phenomena 
of  the  money  market,  if  the  purpose  were  merely  to  translate  the 
institutional  facts  into  a  value  theory  terminology.  But  for  the 
purpose  of  showing  the  influence  exerted  by  the  organized  thought 
and  activity  of  men,  a  functional  theory  must  include  among  these 
"features  of  the  English  money  market"  the  centralized  manage- 
ment of  the  reserves  of  the  system;  the  banking  policy  for  action 
in  a  crisis;  and  the  feature  that  more  gold  flows  through  London 
than  through  any  other  city  in  the  world.  This  gold  is  not  merely 
that  stream  from  one  part  of  the  world's  credit  s)^tem  to  another; 
it  includes,  also,  that  new  gold  which  has  not  yet  functioned  in 
reserves  and  which  the  Bank  of  England  has  peculiar  advantages 
in  intercepting  when  needed.  And  surely  the  ability  of  the  world's 
financial  center  "to  get  along  with  so  little  gold"  cannot  be  ac- 
counted for  without  reference  to  the  support  it  has  received  in 
successive  emergencies  from  the  gold  accumulations  of  the  Bank 
of  France.  If,  as  predicted,  "we  hear  less  after  the  war"  about 
the  "* inadequacy'  of  English  banking  reserves",  it  will  not  be 
because  the  Bank  of  England's  gold  holdings  proved  sufficient  or 
because  her  ordinary  policies  of  drawing  gold  to  London  were  suc- 
cessful, but  because  in  addition  to  her  reserves,  which  during  the 
period  of  the  war  have  included  the  gold  at  the  mouth  of  the  mines 
in  South  Africa,  she  received  from  the  Allies  enormous  gold  contri- 
butions after  it  became  evident  that  the  separate  and  competitive 
management  of  reserves  was  no  longer  adequate. 

The  account  given  of  the  origin  of  money  may  be  taken  as  a 
final  illustration  of  the  method  used  by  the  social  value  theory  in 
the  analysis  of  institutional  facts.  The  historical  accuracy  of  the 
account,  the  book  insists,  is  of  no  importance,  as  the  purpose  is 
merely  "  to  throw  light  on  the  present  fimctioning  "  of  money.  The 
attractiveness  of  the  precious  metals  as  ornaments  gave  them  a 
superior  salability  in  the  barter  economy.    This  was  recognized 
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by  "sagadous  men,"  who  laid  by  a  store  of  the  metals  against  a 
rainy  day.  Being  imitated  by  their  neighbors  the  practice  became 
custom  and  tradition.  The  ornament  of  the  savage  was  adopted 
as  the  mediimi  of  exchange  and  the  store  of  value  for  sagacious  men 
and  their  imitators,  and  thus  the  gold  standard  was  established 
among  civilized  mankind. 

There  need  be  no  complaint  at  this  conjectural  account  of  the 
origin  of  the  early  institution  of  money,  but  it  cannot  serve  as  a 
substitute  for  an  inquiry  into  the  development  of  the  ctirrent 
institution.  A  logically  conceived  method  of  transmutation  from 
hyi)othetical  barter  to  the  money  economy  tells  nothing  of  the 
contemporary  institution  of  money  and  of  its  interrelations  with 
other  institutions.  The  purpose  of  a  functional  theory  requires  an 
account  of  the  derivation  of  the  present  monetary  arrangements 
rather  than  an  explanation  of  the  creation  of  a  mediimi  of  ex- 
change among  the  ancients.  To  take  but  a  single  example,  ^'the 
present  functioning  of  money"  is  conditioned  by  the  institutional 
belief  in  the  xmchanging  value  of  the  dollar,  a  fact  of  social  psy- 
chology which  Anderson's  social  value  theory  ignores.  This  belief 
is,  however,  a  premise  of  business  activity  and  of  accountancy. 
Being  institutional  in  character  it  is  an  unconscious  assimiption 
and  affects  the  conclusions  of  business  men  without  entering 
directly  into  their  calculations.  The  belief  in  the  stability  of  the 
dollar  is  one  of  the  important  influences  affecting  the  actual 
variations  in  its  purchasing  power.  The  social  value  of  money, 
the  control  the  dollar  exercises  over  the  activities  of  men,  and 
the  present  fxmctioning  of  the  dollar  rest  upon  the  fact  that 
men  do  not  fully  recognize  the  fluctuating  value  of  money.'  A 
theory  which  overlooks  so  obvious  and  so  important  an  institu- 
tional fact  falls  short  of  furnishing  a  satisfactory  functional  theory 
of  money. 

'  Walter  Bagehot  doubted  the  effectiveness  of  a  rationalized  institution  as  a  means 
of  controL  " Bagehot/'  9ay%  Leslie  Stephen,  "had  dwelt  upon  the  utility  of  the 
'  theatrical '  elements  of  the  Constitution.  It  suddenly  comes  upon  him  that  plain  men 
will  take  this  invaluable  element  to  be  superstition  and  humbug.  When  you  let  out 
the  secret  that  monarchy  is  really  a  part  of  a  stage  play,  it  will  cease  to  be  an  effective 
control  of  ^iSit  J*— Studies  of  a  Bioffrapker,  JH,  185. 
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The  general  criticism  which  underlies  the  foregoing  critical 
remarks  is  that  an  inconsistency  exists  between  the  purpose  of 
the  social  value  theory  and  the  method  of  argument  employed. 
Anderson  attempts  to  establish  a  functional  thepry  of  money 
with  a  mechanistic  logic.  In  the  same  mechanical  fashion  that 
Fisher  studies  the  variations  of  the  factors  in  his  equation  of  ez- 
change,  one  at  a  time,  Anderson  invents  '^a  series  of  hyi)othetical 
illustrations  to  isolate  each  function,  as  far  as  may  be*'  (p.  418). 
From  the  mechanical  viewpoint  there  are  doubtless  advantages  in 
treating  the  phenomena  in  this  manner — ^it  may  even  be  impera- 
tive— but  the  mechanical  viewpoint  is  not  the  one  avowed  by  the 
sodal  value  theory.  The  pxirpose  of  the  theory  raises  questions 
which  cannot  be  answered  by  the  mechanical  method.  Questions  of 
how  the  various  functions  interfere  with  or  reinforce  one  another  in 
a  process  where  all  are  involved,  of  how  the  service  of  money  in  one 
function  is  interrupted  by  the  transfer  of  the  dollars  to  other  func- 
tions, are  questions  of  mutual  dependence.  The  logic  of  isolation 
assigns  reasons  for  each  function  separately  when  often  the  eiq>lana- 
tion  is  to  be  found  in  the  changes  of  other  functions.  These  ques- 
tions remain  xmconsidered,  because  there  is  no  approach  to  them 
by  way  of  a  mechanical  value  theory. 

For,  after  all,  the  social  value  dynamic  theory  is  merely  an 
aspect  of  mechanics.  The  search  is  for  "a  starting-point  and  a 
terminus  ad  quern — an  equilibriiun  in  which  *  mutual  reactions' 
cease  to  trouble  with  their  endless  circle!"  (p.  115).  The  goal  of 
the  dynamic  period  is  an  equilibriimi  situation,  and  the  forces  at 
work  within  it  are  mechanical  forces.  Within  it  'Ve  may  see  the 
values  not  yet  in  stable  equilibrium,  but  in  process  of  equilibration, 
with  marginal  values  and  prices  fluctuating,  tending  toward  a  static 
goal,  but  hindered  by  various  cross  currents,  of  *  friction,'  of  uncer- 
tainty, etc."  (p.  579).  The  approach  is  still  to  the  disjoined 
and  the  mechanical.  The  social  value  theory  does  not  make  the 
phenomena  of  development  and  the  problems  of  interdependence 
an  integral  part  of  economic  theory.  A  process  of  growth  cannot 
be  constructed  out  of  a  series  of  transition  periods;  djoiamic  theory 
cannot  enliven  the  static  state  into  a  social  process. 
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There  is,  of  course,  nothing  self-evidently  better  about  viewing 
the  process  as  one  of  development  rather  than  of  equilibration,  just 
as  there  may  be  no  inherent  superiority  of  the  functional  over  the 
mechanical  viewpoint.  But  the  mechanical  method  will  not  solve 
the  problem  which  the  social  value  theory  of  money  has  set  for 
itself.  By  the  formulation  of  the  problem  and  by  the  presuppo- 
sitions avowed  the  theory  is  committed  to  a  functional  analysis  and 
a  processive  method,  but  the  argument  is  nevertheless  mechanical 
in  character  and  the  conclusions  come  to  focus  on  the  cross-section. 
The  theory  aspires  to  be  organic,  and  yet  the  functions  of  money 
are  treated  as  if  they  did  their  work  in  isolation,  not  in  interde- 
pendence. Institutions,  the  central  psychological  facts  in  the  for- 
mtdation  of  the  problem,  call  for  an  anal}^is  of  cumulative  relations 
in  time,  but  cumulative  causation  is  not  a  sufficient  reason  in  the 
social  value  theory. 

In  the  place  of  a  study  of  the  influence  of  institutions  upon  one 
another  the  theory  attempts  to  bring  all  the  institutions  under  the 
single  category  of  social  value.  Thus  institutions  evaporate  into 
social  values,  and  the  analjrsis  is  left  without  the  psychological  data 
it  set  out  to  explain.  The  term  "social  value"  is  given  both  to 
institutions  and  to  the  quality  of  a  good,  and  somewhere  between 
these  two  meanings  institutions  get  lost  or  get  beyond  the  reach  of 
analysis.  Social  value  is  apparently  made  the  quality  of  a  good 
ia  order  to  objectify  it  to  the  individual.  In  the  light  of  a  revised 
psychology  Anderson  concluded  that  economic  utilities  ought  not 
to  be  left  in  the  mind  of  the  individual  and  so  he  converted  them 
into  an  attribute  of  the  commodity,  and  named  them  social  value. 
Thus  the  theory  drops  the  concept  of  the  economic  man,  who 
reflected  the  institutions  of  the  eighteenth  centiuy,  and  adopts  the 
concept  of  sodal  value  which  makes  the  goods  reflect  the  habits 
of  men.  Either  method  is  equally  fatal  to  an  interpretation  of 
institutions  in  their  own  right. 

Tested  by  the  treatment  accorded  the  monetary  problem  the 
social  value  concept  does  not  appear  to  be  adapted  to  the  task  of 
establishing  a  functional  theory  of  money.  In  order  that  the  indi- 
vidual may  be  objectively  controlled  it  is  not  necessary  that  the 
institutional  value  of  gold  and  of  money  be  attached  as  a  quality 
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to  the  dollar;  for  the  institutions  themselves  may  be  regarded  as 
exercising  an  objective  control  over  individuals.  Anderson,  how- 
ever, places  upon  the  dollar  the  burden  of  the  whole  pecuniary 
order.  He  says  that  during  a  certain  period  in  history  the  precious 
metals  had  ^'a  high  value  per  xmit,  since  so  large  a  portion  of  the 
social  energy  of  motivation  attached  itself  to  them"  (p.  414). 
And,  again,  that  ^Vhere  the  mechanic  uses  a  storage  battery, 
charged  with  electricity,  to  move  material  things,  the  technologist 
of  economic  readjustment  employs  a  dollar,  charged  with  social 
value,  which  is  power  over  the  action  of  men"  (p.  591).  Thus 
the  theory  obscures  the  distinction  between  the  value  of  a  unit 
of  the  circulating  mediiun  and  the  influence  of  those  pecuniary 
institutions  under  whose  constraint  and  guidance  the  economic 
process  is  directed  and  controlled. 

Walter  Stewart 
Amheest  Collsgs 
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THE  SURPLUS  IN  COMMERCIAL  BANKING 

The  surplus  is  generally  regarded  as  one  of  the  strongest  ^^  talk- 
ing points"  in  bank  advertising.  It  is  not  uncommon  to  find  it 
printed  on  a  balance  sheet  in  red  or  heavy  black  type,  in  order  to 
direct  specific  attention  to  this  presxmiably  significant  item.  The 
comments  accompanying  the  bank  statement,  moreover,  usually 
lay  especial  emphasis  upon  the  accumtdation  of  a  large  '^surplus 
fund,"  pointing  out  that  this  is  an  evidence  of  the  growth  of  the 
bank,  and  also  of  its  great  strength  and  safety.  The  current  phrase 
is  that  ''the  surplus  fxmd  has  been  accumtdated  for  the  added 
protection  of  depositors."  Upon  reading  this  statement  the  pro- 
spective but  timid  depositor  may  be  expected  to  exclaim:  ''My 
money  woxild  certainly  be  safe  in  a  bank  with  such  a  great  surplus 
fund."  To  the  rank  and  file  of  laymen  the  surplus  xmdoubtedly 
appears  to  be  a  sort  of  ca^  reserve  which  is  to  be  used  for  the 
protection  of  the  bank's  customers  in  the  event  of  unusual  losses. 

The  function  of  the  surplus  as  viewed  by  the  framers  of  our 
national  banking  law  and  by  writers  on  banking  theory  may  be 
indicated  by  the  following  quotations: 

The  national  bank  act  provides  that  each  national  banking 
association 

shall,  before  the  declaration  of  a  dividend,  cany  one-tenth  part  of  its  net  profits 
of  the  preceding  half  year  to  its  surplus  fund  until  the  same  shall  amount  to 
ao  per  cent  of  its  capital  stock. 

PraU^s  Digest  advises  that 
a  surplus  fund  should  be  created  from  the  earnings  that  will  be  a  protection  to 
the  capital  and  to  creditors  in  the  trying  times  that  sooner  or  later  overtake 
all  banking  institutions.  There  are  few  items,  if  any,  that  look  better  upon  a 
balafice  sheet  than  a  laige  surplus,  and  none  so  well  calculated  to  secure  for  it 
public  confidence.' 

Scott'  writes  that  "surplus  funds  may  be  acaunulated  as  a 
means  of  meeting  temporary  losses  without  infringing  upon  the 

>  PraU^s  Digest  of  NaUond  Banking  Laws  (1908),  p.  243. 
'  Scott,  Money  and  Banking  (revised  ed.),  p.  133. 
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other  resources  of  the  bank";  while  White  contents  himself  with 
saying  that  the  surplus  is  '^set  aside  as  a  permanent  addition  to  the 
guarantee  fund.'*' 

Fiske  states  that  '^sometimes  a  bank  starts  with  a  surplus  con- 
tributed by  the  shareholders  in  proportion  to  their  quota  of  shares. 
This  strengthens  the  position  of  the  bank  and  gives  it  resource 
against  early  loss  without  entrenching  upon  capital."* 

H.  Parker  Willis,  secretary  of  the  Federal  Reserve  Board,  makes 
a  more  extended  statement  of  the  service  of  the  surplus  than  any 
of  the  others.    He  says: 

The  surplus  acts  as  a  buffer  in  the  event  of  serious  loss  or  the  failure  of 
certain  assets  to  materialize  as  they  had  been  expected.  In  the  case  of  a 
$iOQ,ooo  bank  with  $20,000  surplus,  if  a  dishonest  cashier  dis^pears  with 
$15,000  in  cash,  the  bank  is  still  left  with  its  capital  intact  and  $5,000  of  addi- 
tional funds.  Had  the  bank  possessed  no  surplus  the  oipital  would  have  been 
impaired  to  the  extent  of  $15,000  and  the  result  would  have  beoi  a  necessary 
reorganization  for  the  purpose  of  either  reducing  the  face  value  of  its  capital 
stock  to  an  amount  corresponding  to  the  reduced  net  assets  (in  this  case 
$85,000)  or  else  a  call  upon  the  stockholders  to  make  good  $15,000  in  pro  rata 
contributions  in  order  to  restore  the  capital  to  its  face  amoimt.' 

The  purpose  of  this  paper  is  to  challenge  not  merely  the  popu- 
lar conception  of  the  significance  of  the  bank  surplus,  but  also  the 
theory  of  the  surplus  accoxmt  as  incorporated  in  the  banking  l^isla- 
tion  of  this  and  other  countries  and  as  ejq)ounded  in  the  standard 
treatises  on  banking.  An  attempt  will  be  made  to  show  that 
the  creation  of  a  surplus  does  not,  in  fact,  necessarily  strengthen 
the  position  of  the  depositors;  indeed,  we  shall  attempt  to  show 
that  inasmuch  as  the  principle  of  double  liability  of  shareholders 
has  not  been  made  applicable  to  surplus,  the  creation  of  a  surplus 
may  even  lessen  the  ultimate  security  of  the  depositors. 

I 

The  popular  conception  of  the  bank  surplus  merits  a  moment's 
consideration  here,  for  it  is  not  confined  merely  to  the  layman; 
it  is  found  in  the  most  xmexpected  financial  quarters.    As  already 

'  White,  Money  and  Banking  (3d  ed.),  p.  214. 

'  Fiske,  The  Modem  Banky  p.  31. 

«  Willis,  American  Banking,  i^.  149-50. 
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indicated,  the  ^^ surplus  fund"  is  regarded,  so  far  as  the  general 
public  is  concerned,  as  a  sort  of  dSh  reserve.  That  is  to  say,  the 
surplus,  which  is  a  statement  on  the  liability  side  of  the  balance 
sheet  of  the  owner's  interest  in  the  business  arising  from  acamiu- 
lated  profits,  is  conceived  of  as  a  resotirce  in  the  form  of  actual 
cash;  when,  in  fact,  it  is  represented  on  the  resources  side  of  the 
balance  sheet  by  assets  in  general  rather  than  by  cash  spedfica^y. 
In  a  similar  way,  owing  to  the  ignorance  of  accounting  principles, 
which  obtains  even  in  finandal  circles,  capital  and  deposits  are 
commonly  thought  of  as  cash;  whereas  they  are  of  course  state- 
ments of  claims  against  the  general  resotirces  of  the  business  by 
shareholders  and  creditors  respectively.  It  is  this  that  explains  the 
current  practice  in  bank  advertising  of  measuring  the  strength  of  a 
bank  by  its  liabilities  rather  than  by  its  assets.  I  refer  to  the 
almost  xmiversal  custom  of  emphasizing  deposits  (debts)  as  evidence 
of  the  strength  of  the  bank. 

We  have  said  that  this  confusion  of  mind  is  not  confined  to  the 
layman.  Evidence  of  this  may  be  gleaned  from  a  perusal  of  the 
foregoing  quotations.  There  appears  to  be  here  either  much  care- 
less thinking  or  else  extremely  careless  writing.  Doubtless  not  all 
of  these  writers  are  thinking  of  the  surplus  as  a  cash  reserve,  but 
the  choice  of  words  is  generally  such  as  to  leave  the  student  with 
an  entirely  erroneous  conception  of  the  function  of  a  surplus.  In 
my  experience  the  lesson  most  commonly  drawn  by  students  from 
such  quotations  is  that  the  surplus  is  a  sort  of  extra  reserve  fund. 

The  two  following  examples,  which  have  recently  come  to  the 
writer's  attention,  will  suffice  to  reveal  the  views  of  those  high  in 
finanda,!  drdes  as  to  the  significance  of  both  deposits  and  surplus. 
An  editorial  in  the  London  Statist,  in  commenting  upon  the  great 
increase  of  deposits  in  the  banks  of  England  diuing  the  war,  refers 
to  this  condition  as  an  enormous  increase  in  ''cash  resotirces."  The 
writer's  plain  assimiption  was  that  these  deposit  accounts  largdy 
represented  actual  cash  left  with  the  banks.  Lord  Cimliffe,  governor 
of  the  Bank  of  England,  on  the  occasion  of  his  recent  visit  to  this 
country  in  the  interests  of  international  finance,  reported  that  the 
Chicago  banks  were  in  excellent  condition  to  stand  the  shock  of  a 
war  "because  of  their  large  reserve  and  surplus  funds."    This  use 
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of  the  term  would  seem  to  imply  that  the  surplus  is  a  sort  of 
supplementary  cash  reserve,  or  a  fund  so  invested  as  to  place 
the  banks  in  a  position  to  secure  on  short  notice  additional  cash 
resources. 

In  order  to  analyze  these  various  conceptions  of  the  function  of 
the  bank  surplus  it  will  be  necessary  to  distinguish  between  a 
bank  as  a  day-to-day  going  concern  and  a  bank  in  liquidation.  A 
commercial  bank  has  a  double  problem  of  solvency:  it  has  to  main- 
I  tain,  first,  immediate  or  day-to-day  so\v&cicy\  and,  second,  idtimate 
or  liquidation  solvency.  The  law  holds  that  a  bank  becomes  (im- 
mediately) insolvent  when  it  is  imable  to  meet  current  obligations 
on  demand  oWing  to  a  depletion  of  the  cash  reserve.  It  might  thus 
be  temporarily  insolvent  even  though  its  assets  were  ample  to  meet, 
ultimately,  all  obligations. 

Now  whether  the  creation  of  a  surplus  strengthens  the  ability 
of  a  bank  to  maintain  immediate  solvency  will  revolve  about  two 
considerations:    First,  does  the  setting  aside  of  a  surplus  increase 

^  the  ratio  of  cash  to  deposit  liabilities  ?    Second,  does  it  give  rise  to 

I  assets  of  exceptional  liquidity — convertible  into  cash  at  practically 
a  moment's  notice  ?  With  reference  to  the  first  question  we  find 
that  neither  banking  law  nor  banking  practice  ever  contemplates 
holding  the  resources  representing  surplus  in  the  form  of  actual 
cash.  Once  the  bank  is  a  going  concern,  the  ratio  of  cash  to  deposit 
liabilities  (the  legal  reserve)  remains  quite  unaffected  by  the  crea- 
tion of  a  surplus.  This  may  be  seen  from  the  statistics  of  any 
growing  bank  over  a  period  of  years,  and  it  may  also  be  seen  from 
a  glance  at  the  chart  on  page  loio  in  this  article.  In  fact,  this  chart 
shows  that  during  a  period  when  our  national  banks  were  accumu- 

;  lating  large  '^surplus  fxmds"  the  ratio  of  cash  to  deposits  was 

t  steadily  decreasing. 

The  answer  to  the  second  query  is  no  less  definite.  The  law 
makes  no  provision  for  investing  resources  arising  from  the  creation 
of  a  surplus  in  assets  of  exceptional  liquidity;  in  practice  such 

'  assets  are  usually  quite  indistinguishable  from  any  other  assets. 
Clearly  then,  if  the  creation  of  a  surplus  is  of  importance,  it  can  be 
in  connection  only  with  the  problem  of  ultimate  or  liquidation 

*  solvency. 


Digitized  by 


Google 


,    THE  SURPLUS  IN  COMMERCIAL  BANKING  1007 

n 

The  relation  of  the  surplus  to  ultimate  liquidation  is  a  more 
complicated  problem,  and  its  elucidation  will  require  careful 
analysis.  The  practical  argument  in  this  connection  is  that  since 
the  acamiulation  of  a  surplus  has  increased  the  bank's  assets  the 
creditors -will  have  a  larger  margin  of  security  in  the  event  of  liqui- 
dation. That  is,  even  though  the  resources  representing  the  surplus 
account  are  in  the  form  neither  of  actual  cash  nor  of  exceptionally 
liquid  assets,  they  are  nevertheless  loaned  in  one  way  or  another 
and  therefore  must  eventually  be  paid  in  cash.  An  accurate 
analysis  or  test  of  this  view  can  be  made  only  by  the  use  of  sample 
balance  sheets. 

In  order  to  save  space  and  to  avoid  confusion,  it  will  be  advan- 
tageous to  employ  some  greatiy  simplified  statements  of  condition. 
Let  us  assume  a  bank  with  a  capital  of  $100,000  that  does  not  issue 
notes,  and  that  does  not  have  to  spend  a  portion  of  the  funds  con- 
tributed by  the  shareholders  in  ptirchasing  a  building,  furniture,  and 
fixtures.  All  of  its  original  resotirces  will,  therefore,  be  available 
for  making  loans.  The  initial  statement  (at  the  opening  of  busi- 
ness) would  be  as  follows: 

Aisets  LiabUiti«s 

Cash $100,000     Capital  stock $100,000 

As  a  going  concern,  assiuning  no  deposits  of  actual  spede,  such 
a  bank  would  shortiy  show  (roughly  speaking)  the  following 
condition  of  affairs: 


Cash $100,000     Capital  stock $100,000 

Loans 500,000     Deposits 480,000 

Interest  and  discounts  col- 
lected   20,000 

Before  proceeding  to  an  analysis  of  the  surplus  accoxmt  we  must 
pause  here  to  explain  the  statement  of  condition  before  us.'  To 
the  novitiate  the  situation  presented  by  these  figures  has  three 
striking  features:  First,  $500,000  of  loans  have  been  made,  and 

'The  explanation  here  given  contains  nothing  new,  but  it  has  seemed  necessary 
to  restate  it  in  this  paper  in  order  that  the  reader  who  is  nnfamiliar  with  the  general 
theory  of  commercial  banking  may  be  able  to  understand  the  argument  which  follows. 
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yet  the  $100,000  of  cash  originally  on  hand  remains  intact.  Second, 
deposits  have  been  created  to  the  extent  of  $480,000,  and  the 
asstimption  was  that  no  specie  is  brought  to  the  bank.  Third, 
loans  and  deposits  have  increased  in  nearly  equal  amounts;  indeed, 
if  it  were  not  for  the  interest  being  deducted  in  advance  they  woidd 
have  increased  in  precisely  equal  amounts. 
^  In  order  to  elucidate  these  phenomena  we  shall  have  to  assume 
first  a  local  community  possessed  of  but  a  single  bank.  A  goes 
to  this  bank  for  a  loan  of,  say,  $10,000.  He  does  not  withdraw 
the  amount  in  cash  but  instead  takes  it  as  a  deposit  account 
($10,000,  ignoring  for  simplicity  the  discount)  against  which 
he  may  draw  checks.  This  transaction  therefore  increases  loans 
by  $10,000  and  dq)osits  by  a  like  amoxmt.  Immediately  speaking, 
therefore,  the  loan  has  given  rise  to  a  deposit  account,  and  we 
have  a  (superficial)  explanation  of  the  relation  between  loans  and 
deposits  and  of  the  creation  of  deposit  accounts  without  the  actual 
dq>osit  of  specie.  But  this  is  only  the  beginning  of  the  analysis. 
The  borrower  does  not  usually  pay  interest  merely  for  the  pleastire 
of  having  a  checking  account  which  he  has  no  intention  of  using. 
In  fact,  he  will  withdraw  most  or  all  of  his  deposit  accoxmt  by  writing 
checks  against  it.  Let  us  assiune  that  he  writes  a  check  for  $10,000 
payable  to  the  order  of  B.  B  has  the  alternative  of  withdrawing 
actual  cash  or  depositing  the  check  with  this  bank  as  a  deposit 
accoxmt.  If  he  does  the  latter,  the  total  of  '' deposits''  remains 
as  before:  $10,000  has  been  deducted  from  A's  account  and  placed 
to  the  account  of  B.  Suppose,  in  turn,  B  writes  two  checks  of 
$5000  each  to  C  and  D,  respectively.  C  and  D  bring  these  checks 
to  the  bank  and  deposit  them  to  their  credit.  The  total  of  "de- 
posits'* remains  as  before;  the  names  of  the  "depositors,"  merely, 
are  different. 

The  bank  under  consideration  makes  additional  loans  to 
X,  Y,  Z,  etc.,  totaling,  say,  $490,000.  This  gives  rise,  immediately 
speaking,  to  $490,000  of  deposits  (less  the  discount)  in  the  names 
of  X,  Y,  Z,  etc.  But  X,  Y,  Z,  etc.,  write  checks  against  their 
accounts  to  E,  F,  G,  etc.,  who  deposit  these  checks  to  their  credit 
and  receive  deposit  accoimts  of  $490,000.  Thus,  including  the 
$10,000  loan  to  A,  this  bank  now  has  $500,000  of  loans  and  $500,- 
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000  of  deposits,  less  the  discount.  The  only  questionable  part  of 
this  illustration  is  the  assumption  that  each  of  these  individuals 
who  receives  a  check  deposits  it  with  the  bank  for  credit.  In  fact, 
not  all  do  this;  hence  the  necessity  for  a  cash  reserve.  If  all 
deposited  checks  for  credit,  no  reserve  whatever  would  be  required. 

This  situation  is  in  no  wise  changed  when  we  assiune  two  or 
more  banks  in  a  given  commimity  instead  of  one.  B  (above) 
deposits  his  check  with  bank  No.  2.  Bank  No.  2  presents  this 
check  to  bank  No.  i  for  collection.  But,  since  bank  No.  2  has 
loaned  $10,000  to  F  who  deposits  this  in  bank  No.  i,  bank  No.  i 
presents  this  claim  against  bank  No.  2  as  an  offset  against  the 
$10,000  claim  being  presented  by  bank  No.  2.  The  counter- 
claims balance  and  are  cancelled.  This  is  of  course  precisely  what 
happens  in  our  clearings  for  all  the  banks  of  a  given  community. 
For  the  banks  as  a  whole  in  a  given  conmnmity,  the  creation  of 
loans  has  given  rise  to  a  creation  of  deposits  of  roughly  the  same 
amoxmt.  Loans  of  bank  A  emerge  and  give  rise  to  deposits  partly 
in  bank  A,  partly  in  bank  B,  bank  C,  etc.  And  loans  of  bank  B, 
bank  C,  etc.,  emerge  as  deposits  in  one  bank  or  another  in  this 
community.  If  the  use  of  checks  were  universal  and  the  machinery 
100  per  cent  perfect,  again,  no  payments  would  have  to  be  made  in 
cash,  and  no  reserve  would  be  required.*  It  is  in  fact,  however,  not 
a  universal  nor  a  perfect  sjrstem. 

But  individuals  do  not  confine  their  business  activities  to  a 
single  community.  Some  of  these  checks  drawn  on  local  banks  are  • 
sent  outside  and  are  deposited  in  the  banks  of  other  commxmities. 
These  are  then  sent  home  for  collection.  But  as  before,  cash  does 
not  always  need  to  be  used  in  payment.  We  have  district  clearings. 
Counterclaims  exist,  also,  and  these  are  used  as  offsets,  so  that,  as 
the  saying  goes,  **  Cash  moves  only  as  a  last  resort."  At  this  point 
of  course  we  come  into  contact  with  the  machinery  of  domestic 
exchange.  To  make  a  long  story  short,  the  whole  country  consti- 
tutes a  banking  sjrstem,  and  in  this  sjrstem  as  a  whole  deposits 

'  Of  course  in  a  sense  it  is  absurd  to  speak  of  a  perfect  system  where  no  reserve 
would  be  required;  for  it  would  mean  that  loans  and  deposits  mi^t  be  indefinitely 
expanded.  With  all  restraints  thus  removed  the  credit  system  would  shortly  blow 
lip  and  burst 
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largely  grow  out  of  loans  and  tend  closely  to  parallel  loans  in 
amount/ 

We  have  been  assuming  given  conditions.  How  far  are  such 
assimiptions  true  in  fact?  The  statistics  of  our  banks  as  a  whole 
bear  out  in  a  very  remarkable  manner  the  sort  of  relationship  we 
have  been  suggesting.  For  instance,  the  statistics  for  all  national 
banks  show  the  following  relations  between  loans,  deposits,  and 
lawful  money  reserve,  from  the  formation  of  the  national  banking 
system  to  the  year  1909. 
muxis 


The  relationship  that  we  have  been  discussing  clearly  holds 
true  in  surprising  fashion  for  the  national  banks  of  the  country,  as 
a  whole ;  it  also  holds  surprisingly  true  for  the  banks  of  a  given  dty ; 
and  this  correlation  is  not  greatly  different  even  with  individual 
banks,  though  there  would  obviously  be  considerable  variation  from 
time  to  time  in  the  case  of  any  single  institution. 
;  The  variations  from  an  exact  equality  of  loans  and  deposits, 
'  which  in  fact  occur,  are  due  to:  (a)  some  withdrawals  of  actual 
specie;  {b)  the  occasional  taking  of  a  loan  in  the  form  of  bank  notes 
rather  than  as  a  checking  account;  {c)  the  creation  of  deposit  ac- 
coimts  as  a  result  of  making  advances  in  forms  other  than  loans; 
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and  ((/)  deposits  of  actual  specie,  which  of  course  do  not  affect  the 
loan  item. 

It  will  be  observed  from  the  chart  before  us  that  the  loans 
and  deposits  created  by  the  national  banks  are  not  merely  five  times 
the  amount  of  the  cash  resources,  as  in  our  illustration  above;  they 
(  are  some  ten  times  the  lawful  money  reserve.  Were  we  to  include 
state  banks  and  trust  companies  this  ratio  of  lawful  money  to 
deposits  would  appear  still  less. 

It  should  be  noted  particularly  that  in  the  foregoing  explanation 
we  have  been  emphasizing  the  banking  sjrstem  as  a  whole.  This 
emphasis  is  necessary,  for  it  is  only  by  a  study  of  the  whole  rather 
than  of  the  individual  parts  that  one  can  obtain  an  adequate 
xmderstanding  of  the  principles  of  banking  organization.    It  is 

(because  the  practical  banker  is  thinking  in  terms  of  his  own  single 
bank  that  he  so  rarely  appreciates  the  true  nature  of  these  bank 
dq>osits.  The  banker  thinks  of  his  depositors  as  customers  who 
bring  funds  to  the  bank.  He  is  likely  to  argue  that  he  loans  out 
these  deposits  to  borrowers.  Loans  would,  therefore,  appear  to 
/  result  from  deposits  rather  than  deposits  from  loans.  A  check 
for  $10,000  dq>osited  in  bank  A  appears  like  a  deposit  of  fxmds 
available  for  lending  purposes.  But  the  banker  usually  fails  to 
recognize  that  the  deposit  account  against  which  this  check  was 
/drawn  itself  originally  grew  out  of  a  loan  by  some  bank  somewhere. 

We  may  now  return  to  a  consideration  of  the  simplified  balance 
sheet  presented  on  page  1007.  The  ratio  of  cash  to  dq>osits  in  the 
statement  given  is  20.8  per  cent.  The  ratio  of  assets  to  deposits, 
and  hence  the  chance  of  ultimate  liquidation,  is  $500,000  (loans) 
+$100,000  (cash) — a  total  of  $6oo,ooo-$48o,ooo  (dq)osits),  or 
60:48  =  5:4. 

The  same  bank  in  time  acamiidates  a  surplus  of  $20,000.  Let 
us  assume  that  the  $20,000  represented  by  surplus  is  initially  in  the 
form  of  cash,  having  been  acamiulated  from  earnings'.    On  the 

'  Of  course  in  actual  practice  the  amount  set  aside  as  suij^us  is  not  represented 
specifically  by  a  like  amount  of  cash  that  is  not  utilized  until  semiannual  dividend 
date.  The  process  of  investing  ''surplus  funds"  is  a  continuous  one  and  not  semi- 
annuaL  For  clearness  of  exposition,  however,  it  is  better  to  assume  that  surplus  is 
i^resented  by  cash  and  that  its  investment  follows  rather  than  precedes  the  formal 
setting  aside  of  such  a  fund. 
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basis  of  this  new  cash  the  bank  now  proceeds  to  e^qpand  its  business 
by  making  additional  loans.  As  a  going  concern  it  would  then 
shortly  present  the  following  balance  sheet. 


Cash $120,000     Q^>ital  stock $100,000 

Loans 600,000     Surplus 30,000 

Deposits 576,000 

Interest  and  discount  col- 
lected   24poo 

The  ratio  of  cash  to  deposits  is  still  20.8  per  cent.  The  ratio 
of  assets  to  deposits,  and  hence  the  chance  of  ultimate  liquidation, 
is  $600,000  (loans) +$120,000  (cash) — a  total  of  $720,000 — ^to 
$576,000  (deposits),  or  720:576  =  5:4,  the  same  as  before  the  sur- 
plus was  created.  Resources  have  increased,  it  is  true,  but  since 
deposit  liabilities  increased  at  the  same  rate  the  chances  of  the 
creditors  being  paid  in  full  are  no  whit  different  from  what  they 
were  without  a  surplus. 

In  fact,  the  depositors  have  a  smaller  chance  of  being  paid  in 
full  than  was  the  case  before  the  surplus  was  created,  for  the  reason 
that  our  banking  laws  provide  that  shareholders  are  doubly  Uable  on 
capital  stock,  but  not  on  accoimt  of  surplus.  When  measuring  the 
ultimate  security  of  creditors  this  factor  must  be  included.  Correct- 
ing the  foregoing  ratios  of  assets  to  creditor  liabilities  by  including 
the  double  liability  of  shareholders  on  capital  stock  we  have,  before 
the  creation  of  a  surplus,  $500,000  loans +$100,000  (cash) +$100,- 
000  (double  liability  on  capital  stock) » $700,000 — to  $480,000 » 
35:24  or  1458  to  I.  In  the  second  case  it  becomes  $600,000 
(loans) +$120,000  (cash)+$ioo,ooo  (double  liability  on  capital 
stock)* $820,000 — to  $576,000=205:146,  or  1.404  to  I — ^less  than 
when  there  was  no  surplus  account  at  all.  It  may  be  concluded 
therefore  that  rather  than  strengthening  the  position  of  the  depos- 
itor the  creation  of  a  surplus  really  tends  to  weaken  it. 
I  In  practice  banks  usually  create  surplus  accoimts  far  in  excess 
I  of  that  required  by  law.  The  latest  report  of  the  comptroller  shows 
the  surplus  of  all  national  banks  to  be  equal  to  seventy  per  cent 
of  the  capital  stock;  while  in  many  banks  it  is  much  greater 
than  the  capital.    The  surplus  and  xmdivided  prc^ts  accounts 
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together  aie  almost  exactly  equal  to  capital  stock,  for  national 
banks  as  a  group.  There  appear  to  be  various  reasons  for  this 
setting  aside  of  ''surplus  funds"  rather  than  making  additions  to 
the  capital  account:  The  purchase  of  government  bonds  is  re- 
quired in  proportion  to  capital,  but  not  to  surplus;  the  surplus  is 
usually  not  taxed  as  is  the  capital;  the  creation  of  a  surplus  does 
not  necessitate  the  issuing  of  additional  shares  of  stock  in  con- 
formity with  legal  requirements;  and,  finally,  the  owners  of  the 
bank  are  not  doubly  liable  on  surplus.  It  would  be  interesting  to 
know  to  what  extent  this  last  consideration  has  been  a  potent 
reason  for  large  surpluses. 

Ill 

Let  us  turn  now  to  a  consideration  of  Mr.  Willis'  statement  of 
the  purpose  of  creating  a  bank  surplus,  for  it  appears  to  set  forth  a 
somewhat  different  conception  of  the  surplus  than  any  we  have 
been  thus  far  considering. 

Had  the  bank  possessed  no  suiplus  the  capital  would  have  been  impaired 
to  the  extent  of  $15,000  [the  amount  stolen  by  the  cashier]'  and  the  result 
would  have  been  a  necessary  reorganization  for  the  purpose  of  reducing  the 
face  value  of  its  capital  stock  to  an  amount  corresponding  to  the  reduced  net 
assets  ....  or  else  a  call  upon  the  stockholders  to  make  good  $15,000  in 
pro  rata  contributions  in  order  to  restore  the  capital  to  its  face  amount. 

What  Mr.  Willis  has  in  mind  in  this  ambiguous  statement'  is 
doubtless  the  legal  requirement  in  regard  to  a  bank's  capital.  If 
the  capital  stock  (par  value)  is  $100,000  there  must  be  at  least 
$100,000  of  assets,  or  the  capital  is  legally  impaired.  If  a  bank 
starting  with  $100,000  capital  stock  should  suffer  an  immediate 
loss  of  $15,000  of  assets,  it  would  legally  be  required  to  call  for 
$15,000  additional  cash  from  the  shareholders  or  else  reduce  the 
capital  stock  to  $85,000  by  calling  in  some  of  the  shares.'  But 
if  it  has  $20,000  surplus  the  total  assets  are  still  in  excess  of  the 
capital  stock,  and  therefore  no  reorganization  is  necessary.    This, 

'  See  quotation  in  full  on  p.  1004. 

*  My  students  have  been  unanimously  confused  by  the  statement,  most  of  them 
getting  the  idea  that  the  surplus  is  a  sort  of  additional  cash  reserve. 

s  WiUis  does  not  mean  ''reducing  the  face  value  of  its  capital  stock";  he  means 
reducing  the  number  of  shares. 
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however,  does  not  mean  that  the  real  assets  have  not  been  impaired, 
for  it  is  merely  a  legal  fiction  that  puts  the  surplus  down  as  some- 
thing other  than  capital.  The  strength  of  the  bank  has  been 
lessened  by  $15,000  in  either  case.  And  it  should  be  noted  in 
passing  that  all  this  has  no  bearing  whatever  upon  the  security 
afforded  the  depositors;  the  real  security  is  reduced  as  much  in  one 
case  as  in  the  other. 

The  creation  of  a  surplus  immediately  upon  starting  a  bank  is 
sometimes  regarded  as  important  in  affording  a  convenient  account- 
ing device  whereby  liabilities  may  be  reduced  proportionally  with 
declining  assets  without  tampering  with  the  amount  entered  as  capi- 
tal.^ This  would  obviously  be  important  quite  apart  from  the  legal 
requirement  discussed  in  the  preceding  paragraph.  We  have  come 
generally  to  regard  the  capital  account  as  inviolable,  as  standing 
for  a  permanent  guaranty  fund  put  up  by  the  shareholders.  Popu- 
lar fear  or  distrust  woidd  therefore  be  aroused  by  a  reduction  of  the 
capital  accoimt.  The  surplus  may  consequently  be  regarded  as 
a  useful  accounting  buffer  whereby  the  net  worth  may  be  marked 
down  without  affecting  the  capital.  This  has  an  important  psycho- 
logical advantage;  for,  to  many  people,  surplus  marked  down  from 
$20,000  to  $5,000  appears  less  serious  than  capital  reduced  from 
$100,000  to  $85,000. 

In  the  two  preceding  paragraphs  we  have  been  considering  the 
advantages  of  an  initial  surplus  in  the  banking  business.  It  is, 
however,  in  connection  with  the  surplus  accmnulated  from  earnings 
that  the  main  problem  exists.  We  find  in  practice  that  such  a 
surplus  possesses  virtually  no  advantage  as  an  accounting  device, 
for  banks  have  come  to  guard  against  a  reduction  of  the  surplus 
almost,  if  not  quite,  as  jealously  as  against  reducing  the  capital 
account.  While  the  surplus  can  be  reduced  without  reorganization, 
it  is  nevertheless  such  bad  advertising  to  show  a  reduced  surplus 
that  its  reduction  is  regarded  as  a  last  resort  measure.  The  surplus, 
an  increasing  surplus,  due  to  the  belief  that  it  represents  both  a 
profitable  business  and  an  increasing  security  for  depositors,  as 

*  We  could  of  course  write  down  the  amount  entered  as  capital,  if  losses  were 
sustained,  without  any  calling  in  of  stock,  if  we  should  adopt  in  banking  the  pollqr 
of  issuing  stock  without  a  par  value. 
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already  indicated,  is  one  of  the  strongest  advertising  points  that 
a  bank  can  possess.  To  guard  against  an  unfortunate  ''impairment 
of  the  surplus"  banks  usually  carry  a  sort  of  secondary  surplus 
account  known  as  undivided  profits. 

It  is  this  undivided  profits  item  that  most  commonly  serves  as 
the  accounting  buffer.  If  there  are  losses  in  assets  the  undivided 
profits  account  is  reduced  instead  of  the  surplus.  Moreover,  it  is 
the  common  practice  nowadays  to  carry  very  large  undivided  profits 
accounts,  large  enough  to  cover  almost  any  loss  without  reducing 
the  account  to  zero.  The  latest  returns  of  the  national  banks  to  the 
comptroller  show:  capital,  $1,073,875,000;  surplus,  $754,621,000; 
undivided  profits,  $317412,000.'  That  this  is  no  new  development 
may  be  seen  from  the  figures  for  thirty  years  ago:  capital,  $578,- 
462,765;  surplus,  $173,913,440;  undivided  profits,  $71,451,167.* 
This  undivided  profits  account  is  not,  as  many  suppose,  an  account 
which  disappears  at  each  dividend  date,  a  part  going  to  share- 
holders as  dividends,  and  the  remainder  to  surplus.  It  is  the 
profit  and  loss  account  that  is  thus  periodically  eliminated.  The 
undivided  profits  account  has  come  to  serve  as  the  buffer  against 
the  "impairment  of  surplus." 

For  the  extraordinary  losses  with  which  banks  occasionally  meet, 
a  writing  down  of  the  surplus  may  be  avoided  even  though  the 
bank  does  not  possess  an  undivided  profits  account  equal  to  the 
amount  of  the  loss.  The  loss  may  be  carried  as  a  negative  profit 
and  loss  account,  though  this  has  obvious  disadvantages;  it  may  be 
carried  as  deficiency;  or  it  may  be  cared  for  by  writing  up  assets 
that  have  been  carried  below  market  value.  A  few  years  ago  the 
First  National  Bank  of  New  York  sustained  losses,  by  defalcation, 
of  $690,000.  Neither  undivided  profits  nor  surplus  was  reduced, 
the  officers  stating  that  the  bank  possessed  a  "secret  reserve" 
sufficient  to  cover  the  loss.  It  appears  that  they  wrote  up  the  value 
of  the  real  estate  which  had  been  carried  at  original  cost — a  figure 
substantially  below  the  then  actual  market  value.^ 

I  mention  these  alternatives  not  as  being  better  than  an  un- 
divided profits  account  adequate  to  cover  any  losses  that  might 

« Date  of  March  5, 1917.  •  Date  of  October  31, 1887. 

s  See  Walton,  Advanced  AccomUmg,  chap.  ziz. 
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in  reason  be  incurred,  but  merely  to  show  that  the  undivided  profits 
item  is  not  indispensable  even  as  an  accounting  buffer. 

It  is  interesting  to  note,  also,  that  undivided  profits  has  come 
quite  generally  to  be  regarded,  like  the  surplus,  as  added  security 
for  the  depositor.  The  two  items  are  often  entered  together  in 
bank  statements  as  surplus  and  undivided  profits.  There  is  good 
advertising  power  in  an  imdivided  profits  account  as  well  as  in  a 
surplus;  for  the  typical  depositor  regards  it  as  additional  net  re- 
soiurces,  if  not,  indeed,  as  cash  in  the  vaults.  It  will  be  apparent 
without  argument,  however,  that,  an  undivided  profits  account 
does  not  increase  the  strength  of  the  bank  any  more  than  does  a 
surplus.  The  analysis  here  would  obviously  be  identical  with  that 
already  given  for  the  surplus. 

IV 

If,  then,  the  accumulation  of  "surplus  funds"  results  in  de- 
creasing rather  than  increasing  the  security  of  the  bank's  credit- 
ors, should  not  something  be  done  about  it  ?  Cannot  a  different 
use  of  these  funds  be  required  which  will  not  residt  in  a  pro  tatUo  in- 
crease of  liabilities  ?  Investment  in  bonds  suggests  itself  as  a 
possible  alternative. 

At  first  thought  it  woidd  appear  that  an  investment  of  $20,000 
(representing  surplus)  in  bonds  woidd  indeed  increase  the  assets 
and  add  to  the  security  of  the  depositor.  Returning  to  the  sample 
statement  on  page  1007  we  should  have: 

AflMts  LiAbiUtiet 

Cash $100,000     Capital  stock $100,000 

Bonds ao,ooo     Surplus 20,000 

Loans 500,000     Deposits 480,000 

Interest  and  discounts  col- 
lected   20,000 

In  this  statement  we  have  assumed  that  the  purchase  of  $20,000 
of  bonds  was  made  with  actual  cash.  Now  in  such  an  event  the 
ratio  of  assets  to  deposits  would  unquestionably  be  increased.  But, 
in  fact,  would  the  purchase  generally  be  made  with  specie?  No; 
the  corporation  or  individual  that  sells  bonds  to  a  bank  would 
almost  always  take  a  checking  account  on  this  bank  and  check  the 
amount  out  at  pleasure,  just  as  in  the  case  of  a  loan  secured  by  com- 


Digitized  by 


Google 


THE  SURPLUS  IN  COMMERCIAL  BANKING  1017 

merdal  paper  or  collateral.  It  follows,  of  course,  from  this  that 
the  investment  of  a  bank's  surplus  in  bonds  results  in  a  proportional 
increase  of  deposits  in  this  or  other  banks,  and  that  the  net  result 
is  the  same  as  when  these  fimds  were  used  in  the  making  of  ordinary 
commercial  loans.  The  ratio  of  assets  to  deposits  is  not  altered, 
at  least  so  far  as  the  banking  system  as  a  whole  is  concerned. 

If,  rather  than  taking  a  checking  account  with  the  bank  to 
which  the  bonds  are  sold,  the  seller  receives  payment  by  a  draft 
on  another  bank,  the  situation  as  a  whole  is  in  no  way  changed. 
This  bank  merely  reduces  thereby  its  credits  in  some  other  bank 
and  when  the  seller  of  the  bonds  places  the  draft  to  his  credit  in 
some  bank  this  increases  deposits  for  the  system  as  a  whole,  just 
as  before.  In  short,  so  long  as  credit  instnmients  are  the  means 
of  payment,  deposit  liabilities  are  increased  somewhere  in  the  bank- 
ing system  to  an  amount  substantially  equal  to  the  increase  of 
bonds  on  the  assets  side;  and  hence  the  surplus  does  not  strengthen  ^T 
the  position  of  depositors. 


I  should  not  like  to  be  xmderstood  from  the  foregoing  as  arguing 
for  the  abolition  of  the  practice  of  setting  aside  surplus  and  un- 
divided profits.  I  do  wish  to  be  understood,  however,  as  challen- 
/  ging  the  whole  theory  on  which  the  legal  requirement  for  and  the 
/  practical  accumulating  of  a  surplus  is  based;  and  to  urge  that  we 
no  longer  deceive  ourselves  with  the  notion  that  the  surplus  is  an 
added  protection  to  depositors. 

From  a  quite  different  standpoint,  however,  the  accumulation 
of  a  surplus  by  banks  has  possessed  undoubted  advantages.  It  has 
necessarily  meant  a  constantly  increasing  size  of  banking  institution. 
The  requirement  of  the  national  banking  law  with  reference  to 
accumulating  a  surplus,  coupled  with  the  policy  of  the  bank  man- 
agement in  going  far  beyond  the  requirements  of  the  law,  has 
resulted  in  many  cases  in  preventing  the  multiplication  of  small 
banks.  A  large  niunber  of  small  banks  obviously  means  a  great 
increase  in  the  cost  of  conducting  the  banking  business,  owing  to 
the  great  duplication  of  overhead  expense;  and  it  goes  without 
saying  that  these  extra  costs  must  be  passed  on  to  the  public  in 
the  form  of  higher  rates. 
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Large  banks  also  afford  better  protection  to  their  creditors  than 
small  ones  through  the  wider  distribution  of  risks  which  they  secure. 
The  larger  the  number  of  borrowers  and  the  more  widely  distrib- 
uted the  loans,  the  less  the  probability  of  heavy  proportional  losses. 
I  am  merely  enunciating  here  the  well-known  principle  of  self- 
insurance.  From  this  standpoint  a  bank  may  well  argue  that  the 
growth  of  a  surplus  is  some  evidence  of  a  sound  institution. 

In  this  connection  it  should  be  observed,  however,  that  these 
advantages  would  all  be  secured  quite  as  well  by  requiring  con- 
stantly increasing  capital  as  by  requiring  the  accumulation  of  a 
surplus;  and  at  the  same  time  the  double  liability  of  shareholders 
on  the  additional  capital  would  prevent  the  lessening  of  the  ratio 
of  total  assets  to  total  deposits.  K  we  are  to  preserve  the  original 
ratio  of  assets  to  deposits  with  growing  banks  the  growth  must 
either  be  made  through  additional  stock  issues  or  else  by  requiring 
that  the  stockholders  should  assume  a  double  liability  on  surplus 
as  well  as  on  capital  stock. 

It  must  be  admitted  also  that  the  accumulation  of  a  surplus 
from  earnings  over  a  period  of  years  does  usually  indicate,  as  the 
banker  contends,  generally  soimd  and  successful  management. 
It  is  only  in  the  contention  that  the  surplus,  in  itself,  affords  in- 
creased security  to  depositors  that  current  bank  advertising  is 
misleading. 

Finally,  I  should  not  like  to  be  understood  as  being  fearful  of 
the  solvency  of  our  banks,  or  of  arguing  for  legislation  which  would 
require  banks  to  assume  a  double  liability  on  account  of  sur- 
plus. Undoubtedly  we  can  go  6n  in  the  future  without  changing 
our  legal  requirements  as  to  surplus  and  have  no  greater  percentage 
of  failiures  than  we  have  had  in  the  past.  The  character  of  the 
assets  of  the  great  mass  of  our  banking  institutions  is  dearly  such 
as  to  give  ample  protection  to  bank  depositors,  even  though  the 
surplus  affords  no  additional  protection.  The  present  discussion 
has,  therefore,  no  practical  purpose.  "Truth  for  truth's  sake"  is 
its  only  justification. 

Harold  G.  Moulton 

Univsksht  or  Chicago, 
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EXTENT  OF  PROFIT-SHARING  IN  THE  UNITED  STATES; 
ITS  BEARING  ON  INDUSTRIAL  UNREST 

The  intensity  of  the  industrial  unrest  of  the  last  decade 
brought  in  its  train  numerous  analyses  of  its  principal  causes. 
Among  these  the  matter  of  the  relatively  low  incomes  of  the  work- 
ing classes  seems  to  rank  first  and  foremost.  To  augment  the 
workers'  earnings  without  seriously  disturbing  the  r^ular  run  of 
trade  and  industry  has  become  the  desideratum  of  students  of 
labor  questions,  statesmen,  philanthropists,  and  employers.  In  the 
opinion  of  a  considerable  number  of  such  public-spirited  citizens 
profit-sharing  furnishes  one  of  the  least  costly  and  most  effective 
methods  of  achieving  the  desired  result. 

A  question  as  to  the  meaning  of  profit-sharing  immediately 
arises.  The  term  profit-sharing  has  been  extended  in  popular  usage 
to  include  numerous  gap-sharing  or  bonus  schemes  the  essential 
character  of  which  places  them  outside  of  a  correct  interpretation 
of  the  term.  Many  of  the  schemes  known  as  profit-sharing  systems, 
although  providing  some  supplementary  remimeration  to  the 
regular  earnings  of  the  beneficiaries,  do  not  bear  anyxlirect  relation 
to  the  actual  earnings  of  the  enterprise  and  cannot,  therefore,  be 
classified  as  involving  the  principle  of  profit-sharing  in  the  proper 
sense  of  the  term.  As  a  matter  of  fact,  very  few  of  the  methods 
adopted  by  American  employers  for  the  purpose  of  augmenting  the 
ordinary  earnings  of  their  employees  can  properly  be  called  profit- 
sharing  as  defined  by  the  International  Co-operative  Congresses.' 

'  The  term  "profit-sharing/'  strictly  speaking,  was  defined  by  the  International 
Co-operative  Congress,  held  in  Paris,  France,  1889,  as  "an  agreement  freely  entered 
into,  by  which  the  employees  receive  a  share,  fixed  in  advance,  of  the  profits?'  The 
same  congress  defined  the  term  ''agreement"  as  covering,  ''not  only  agreements  bind- 
ing in  law,  but  as  including  also  cases  where  the  agreement  is  only  a  moral  obligation, 
provided  it  is  honorably  carried  out."  The  term  "profit"  is  to  mean  "the  actual  net 
balance  or  gain  realized  by  the  operations  of  the  undertaking."  A  "share"  is  stated 
to  be  "a  sum  paid  to  the  employee  out  of  the  profits,"  such  share  to  be  "dependent 
upon  the  amount  of  the  profits."  The  share  given  to  the  employee  "shall  not  be 
indeterminate,"  that  is,  "it  must  not  be  a  share  which  an  employer  fixes,  at  the  end 
of  some  period,  at  his  absolute  discretion,  as  distinguished  from  a  prearranged  basb." 
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Before  proceeding  any  farther  it  is  necessary  to  define  exactly 
what  in  the  following  article  is  meant  by  the  term.  The  imder- 
standing  of  the  .writer  is  that  profit-sharing,  in  order  to  be  genuine, 
must  contain  the  following  elements:  (i)  aggregates  to  be  distrib- 
uted to  the  participants,  or  individual  shares,  are  to  depend  princi- 
pally upon  the  earnings  of  the  business;  (2)  the  proportion  of  the 
earnings  to  be  distributed  is  to  be  definitely  determined  in  advance; 
(3)  benefits  of  the  scheme  are  to  extend  to  at  least  one-third  of  the 
ordinary  wage-  or  salary-earning  employees.  The  formulated 
definition,  although  less  rigid  than  that  of  the  Co-operative  Con- 
gresses, excludes  from  the  category  of  profit-sharing  all  schemes 
xmder  which  bonuses  based  upon  individual  efficiency  are  paid, 
usually  associated  with  the  various  phases  of  scientific  mans^ement. 
It  further  eliminates  from  consideration  actual  profit-sharing 
schemes  the  benefits  of  which  are  limited  to  a  selected  few  of  the 
better-paid  executive  or  supervisory  employees. 

Different  reformers,  some  students  of  industrial  problems,  as 
well  as  employers,  have  frequently  addressed  themselves  to  a 
consideration  of  profit-sharing  with  enthusiasm  and  hope.  Profit- 
sharing,  in  the  opinion  of  President  Emeritus  Eliot,  of  Harvard,  may 
furnish  one  of  the  principal  means  for  a  satisfactory  solution  of 
the  industrial  strife  of  our  present  day.'  The  effectiveness  of  such 
schemes  in  minimizing  class  conflicts,  however,  has  never  been 
appraised.  Following  the  publication  of  the  latest  edition  of 
Oilman's  Pfofit-Sharing  between  Employer  and  Employee  in  1896, 
no  comprehensive  survey  of  the  extent  of  genuine  profit-sharing  in 
the  United  States  was  made  until  recently.  Such  a  survey  now 
appears  in  one  of  the  publications  of  the  United  States  Bureau  of 
Labor  Statistics.^ 

The  precise  nature  of  this  report  may  be  inferred  from  the 

The  relative  proportion  of  the  total  working  force  of  a  concern  that  must  share  in  the 
profits  in  order  to  establish  real  profit-sharing  conditions  was  stated  to  be  "not  less  than 
75  per  cent."  (Bulletin  it  la  participalum  aux  benefices  [Paris,  Tome  XDC,  1897], 
pp.  220-22,  cited  by  D.  F.  Schloss,  Methods  of  Industrial  Remuneration  [London,  1898], 
chap,  zvii.) 

*  Charles  W.  Eliot,  ''Profit-Sharing,''  in  Profii^haring  and  Scientific  Management 
(four  addresses.  Boston:  Efficiency  Society  of  New  England,  1914),  pp.  3-9;  also 
'*The  Road  to  Industrial  Peace,"  The  Nation* s  Business  (August,  191 7),  p.  16. 

'  Bulletin  208,  Profit-Sharing  in  the  United  States. 
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fact  that  in  the  course  of  its  preparation  all  profit-sharing  plants 
known  to  have  been  in  existence  were  visited  for  the  purpose 
of  examining  carefully  the  nature  of  the  schemes  in  cperation, 
their  objects,  and  the  results  achieved.  This  study  reveals  the 
fact  that  there  are  at  the  present  time  in  operation  in  the  United 
States  sixty  genuine  profit-sharing  plans.  The  number  of  employees 
employed  imder  profit-sharing  agreements  does  not  exceed  thirty 
thousand — an  insignificantly  small  group  when  compared  with  the 
total  wage-earning  population  of  the  country. 

The  existing  profit-sharing  plans  are  of  comparatively  recent 
orig^y  only  seven  of  them — or  about  one-ninth — Shaving  been 
established  prior  to  1900.  Twenty-nine — or  almost  one-half — 
have  been  established  since  191 1.  Over  two-thirds  have  been  in 
operation  less  than  ten  years.  Of  the  latter  group,  twenty-one,  or 
about  one-third  of  all,  were  put  into  effect  in  1914, 1915,  and  1916.' 
Over  six-tenths  of  the  profit-sharing  establishments  are  located 
in  three  states — ^Massachusetts,  New  York,  and  Ohio — and  more 
than  one-half  of  them  are  in  the  North  Atlantic  section  of  the 
country.*  The  size  of  the  twenty-eight  profit-sharing  establish- 
ments as  indicated  by  the  average  number  employed  during  a  rep- 
resentative period  reveals  the  fact  that  more  Uian  seven-tenths  of 
those  reporting  employed  less  than  300  people  and  that  only  slightly 
over  10  per  cent  employed  one  thousand  or  more.^  Of  the  thirty- 
seven  establishments  reporting  the  proportion  of  the  total  employed 
who  participated  in  the  distributed  profits,  nineteen,  or  51 .4  per 
cent,  reported  80  per  cent  and  over  participating;  thirteen,  or 
35.1  per  cent,  reported  60  to  80  per  cent  participating;  four,  or 
10.8  per  cent,  reported  40  to  60  per  cent  participating;  and  only 
one  reported  20  to  40  per  cent  of  all  the  employees  sharing  in  the 
profits.^ 

In  nine-tenths  of  the  plans  the  principal  prerequisite  for  par- 
ticipation is  the  permanency  of  affiliation  with  the  employing 
company,  as  shown  by  a  specific  length  of  continuous  service.  The 
minimum  of  continuous  service  required  varies  from  three  months 
to  three  years,  the  length  of  time  specified  in  more  than  one-half 
of  all  the  plans  being  one  year  or  less.    Thus  practically  all  the 

I  Bulletin  ao8,  p.  17.  '  Und,,  p.  x8.  >  Ibid.  *  Ibid.,  p.  29. 
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plans  exclude  from  paxtidpation  the  so-called  shifting  part  of  their 
working  organization,  confining  the  benefits  to  their  more  or  less  per- 
manent employees.  In  about  one-eighth  of  the  plans  in  operation 
employees,  in  order  to  participate,  are  required  to  file  a  written 
application  especially  provided  for  that  purpose.  Such  applica- 
tions are  usually  perfunctory  statements  signed  by  the  employees 
to  the  effect  that  they  promise  to  do  faithful  work  and  be  loyal  to 
the  company.  In  one  instance  employees  obligate  themselves 
contractually  to  share  in  the  possible  losses  of  the  year's  business 
in  proportion  to  their  earnings,  but  not  to  exceed  lo  per  cent. 
Under  this  plan  lo  per  cent  of  the  weekly  earnings  of  each  of  the 
participating  employees  is  retained  by  the  company  until  the  end 
of  the  distribution  period,  when  the  amoimts  thus  retained  are 
returned  to  the  employees  together  with  their  share  of  profits  for 
the  year.  In  the  great  majority, of  the  plans  studied  the  basis 
for  computing  individual  shares  is  relatively  simple — ^namely,  the 
amount  of  earnings  of  the  participants.  The  individual  shares 
iix  such  instances  are  determined  by  dividing  the  employees'  part  in 
the  divisible  fund  by  the  aggregate  of  wages  of  the  participants  in 
order  to  obtain  what  is  usxially  called  the  profit-sharing  dividend 
and  then  multiplying  this  dividend  by  the  respective  earnings  of 
each  of  the  participants. 

In  all  of  the  plans  except  one,  discharge  and  leaving  employ- 
ment act  automatically  as  causes  for  forfeiting  the  share  of  profits 
for  the  current  year.  Under  one  plan,  only  a  discharge  for  cause 
results  in  forfeiture;  other  discharges,  being  more  in  the  nature  of 
permanent  lay-offs  on  accoimt  of  lack  of  work,  do  not  deprive 
employees  of  their  proportionate  share  of  the  profits.  Some  of  the 
plans  under  which  shares  of  profits  are  paid  in  stock  or  in  the  form 
of  savings  accounts  penalize  those  leaving  employment  more 
severely  than  those  who  are  discharged,  it  being  specified  in  these 
instances  that  those  leaving  forfeit  some  part  of  the  share  of  the 
profits  of  the  previous  year — ^usually  from  one-fifth  to  one-third — 
in  addition  to  the  share  of  the  current  year's  profit.  The  provision 
that  death  shall  be  a  cause  of  forfeiture  occurs  only  in  about  one-half 
of  the  plans;  in  the  other  plans  it  is  specified  that  the  pro  rata  share 
of  the  deceased  employee  shall  be  paid  to  his  family  or  dependents. 
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In  profit-sharing  plans  under  which  the  shares  of  profits  con- 
stitute some  proportion  of  the  dividends  paid  on  capital  the 
amounts  of  forfeited  shares  are  usually  retained,  by  the  employer. 
In  other  plans  the  amoimts  forfeited  do  not  revert  to  the 
employer^  but  are  apportioned  instead  among  the  participating 
employees. 

The  majority  of  plans  in  operation  specifically  provide  that 
employees  temporarily  laid  off  but  otherwise  eligible  to  participate 
and  ready  to  return  to  work  upon  call  be  not  barred  from  partici- 
pation. Their  shares  in  such  instances  are  based  on  their  actual 
earnings.  In  one-third  of  the  plans  cases  of  lay-off  are  treated 
"each  upon  its  own  merits."  The  same  treatment  as  that  of 
employees  laid  off  is  accorded  to  those  taken  sick,  provided  the 
sickness  does  not  extend  "over  an  imreasonably  long  period" — 
usually  not  over  six  months.  Under  one  plan  only  is  it  specifi- 
cally stated  that  sickness  of  an  employee  carries  with  it  a  for- 
feiture of  his  share  of  the  profits.  In  this  instance,  however, 
the  company  maintains  a  special  fund  for  the  benefit  of  its  sick 
employees. 

Under  thirty-two  plans  or  more  than  three-fourths  of  those 
reporting,  the  shares  in  profits  were  paid  fully  in  cash.  Five 
reported  as  paying  in  "part  stock  or  savings  account  or  conmion 
fund  and  part  cash."  Of  these  the  following  proportions  were  paid 
in  cash:  one,  99  per  cent;  one,  90  per  cent;  one,  85  per  cent;  one, 
80  per  cent;  and  one,  10  per  cent.  Under  two  plans  the  shares  of 
profits  were  credited  to  a  common  fund,  which  was  utilized  for 
the  accumulation  of  a  pension  reserve  which  was  to  be  made  up 
in  equal  parts  of  the  shares  of  profits  and  contributions  by  the 
employees. 

The  benefits  accruing  to  the  participating  employees  as  a  result 
of  the  operation  of  the  profit-sharing  plans  during  one  representative 
distribution  period,  in  terms  of  a  percentage  of  the  regular  earnings 
of  participants,  are  shown  in  the  table  on  page  1024. 

Under  almost  one-third  of  the  plans  the  profit-sharing  dividend 
on  the  regular  earnings  of  the  participants  was  less  than  6  per  cent. 
Slightly  over  one-third  of  the  establishments  paid  dividends 
varying  from  6  to  10  per  cent.    The  remaining  third  of  the 
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establishments  paid  dividends  of  xo  per  cent  or  more.  Of  the 
latter,  five  establishments  paid  profit-sharing  dividends  of  20  per 
cent  or  more.' 

Percentage  of  Regxtlas  Earnings  Received  as 

Shake  op  Profits  in  TniRTy-FouR  Propit- 

Sharino  Establishments 

Claaiified  Percentefe  of  F4irnhigi  Received  Number  of 

fts  Share  of  Profits  EeUbliibmeiiU 

Under  2 i 

2  and  under   4 6 

4  and  under   6 4 

6  and  under   8 7 

8  and  under  10 5 

10  and  under  15 5 

15  and  under  20 i 

20  and  under  30 i 

30  and  under  40 2 

40  and  under  50 i 

50  and  over i 

Total 34 

Three  main  reasons  may  be  presented  as  accounting  for  the 
relatively  low  profit-sharing  dividends  paid  under  the  plans.  They 
are:  (i)  the  small  proportions  of  their  net  profits  that  employers 
are  ready  to  share;  (2)  the  rather  large  numbers  of  beneficiaries; 
and  (3)  the  method  used  in  some  of  the  plans  in  determining  the 
relative  interests  of  employer  and  employees  in  the  divisible  fund. 
The  last-mentioned  reason  is  the  least  apparent  and  needs  a  brief 
explanation.  In  the  plans  under  which  the  method  of  distribution 
explains  the  low  profit-sharing  dividends  it  is  usually  provided  that 
net  profits  set  aside  for  distribution  are  to  be  apportioned  between 
employer  and  employees  "in  proportion  to  their  respective  inter- 
ests." The  employer,  who  is  invariably  the  formulator  of  the  scheme, 
usually  assimies  that  his  interest  in  the  divisible  fund  is  represented 
by  the  amount  of  his-  capital,  while  that  of  the  employees  can  best 
be  measured  by  the  labor  pay-roll.  Aside  from  the  fact  that  this 
assimiption  is  unsound — ^the  earning  power  of  capital  rather  than 

>  Bulletin  ao8,  p.  19. 
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its  amoimt  being  more  analogous,  if  at  all  comparable,  to  the  labor 
pay-roll — this  method  of  determination  of  relative  interests  results 
in  a  distribution  of  the  fund  in  a  ratio  of  at  least  three  to  one  in 
favor  of  capital,  for  the  reason  that  the  annual  cost  of  labor  seldom 
exceeds  one-fourth  of  the  amoimt  of  capital  invested.  That  the 
method  of  determining  the  relative  interests  of  the  participants 
is  largely  responsible  for  the  low  dividends  paid  may  more  dearly 
be  seen  from  the  fact  that  the  only  profit-sharing  establishment  in 
the  United  States — ^moderately  successful — that  has  been  paying 
considerable  profit-sharing  dividends  (an  average  of  85  per  cent  for 
the  period  1907-16)  based  its  relative-interest  theory  upon  the 
earning  power  of  capital  instead  of  its  amoimt.  As  a  result  of  this, 
distributions  were  made  at  the  ratio  of  about  three  to  one  in  favor 
of  labor.  A  computation  based  upon  actual  figures  shows  that  had 
the  usually  prevailing  notion  of  relative  interests  been  applied  in 
this  establishment  the  distribution  ratio  would  have  been  quite 
different,  viz.,  five  to  one,  and  in  favor  of  capital.' 

From  a  study  based  upon  the  facts  and  figures  foimd  in  the 
recent  report  of  the  Federal  Bureau  of  Labor  Statistics,  supple- 
mented by  personal  observations,  the  following  conclusions  may  be 
drawn: 

1.  Almost  seven-tenths  of  the  profit-sharing  plans  examined  by 
the  mentioned  report  of  the  Bureau  of  Labor  Statistics  yielded  to 
the  beneficiaries  an  annual  augmentation  of  their  earnings  of  less 
than  10  per  cent.  Therefore,  if  labor  difficulties  are  to  be  solved 
through  considerable  augmentations  of  the  incomes  of  the  em- 
ployees, profit-sharing,  as  it  stands  at  the  present  time,  will  not  do 
it.  No  one  at  all  familiar  with  the  nature  of  the  present-day  wage 
conflicts  can  possibly  venture  the  opinion  that  even  an  all-aroimd 
wage  increase  of  10  per  cent  will  contribute  materially  toward  the 
establishment  of  industrial  peace  and  the  creation  of  a  general 
harmony  of  interests. 

2.  If,  again,  industrial  peace  is  to  be  brought  about  by  a  better 
xmderstanding  between  employer  and  employees  and  the  develop- 
ment of  mutual  confidence  based  upon  some  degree  of  democratiza- 
tion of  industry,  profit-sharing,  in  its  present  form  at  least,  can 

»/Wrf.,  pp.  37-44. 
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hardly  render  any  appreciable  assistance.  The  profit-sharing 
employer  is  just  as  keen  about  his  traditional  prerogatives  to  hire 
and  fire  and  to  run  his  business  regardless  of  the  opinion  of  his 
employees  as  his  non-profit-sharing  confreres.  Trade  unionism  and 
collective  bargaining  are  no  more  popular  in  profit-sharing  estab* 
lishments  than  elsewhere.  In  fact,  no  profit-sharing  firm  is  known 
to  have  in  operation  any  system  of  collective  bargaining  or  of  defi- 
nitely established  friendly  relations  with  trade  unions.  In  this 
connection  it  may  be  of  interest  to  observe  that  one  of  the  oldest, 
most  widely  known,  and  successful  profit-sharing  employers 
specifically  excludes  from  the  benefits  of  his  scheme  certain  groups 
of  his  employees  who  through  unionization  have  raised  their  rates 
of  wages  "  to  an  unusually  high  point,"  on  the  theory  (taught  him  by 
experience)  that "  good  union  men  are,  as  a  'rule,  poor  co-operators." 
On  the  contrary,  instead  of  evoking  good  will,  profit-sharing,  on 
accoimt  of  its  arbitrary  character  imder  which  employers  uncon- 
ditionally reserve  to  themselves  the  privilege  to  discontinue  or 
modify  the  entire  arrangement,  is  a  rather  potent  breeder  of  sus- 
picion and  distrust. 

Although  substantially  agreeing  that  their  plans  have  greatly 
improved  their  relations  with  the  employees  and  contributed  con- 
siderably to  the  stabilization  of  their  working  force,  profit-sharing 
employers  disagree  greatly  as  to  the  results  achieved  with  reference 
to  increasing  the  individual  or  collective  efficiency  of  the  participat- 
ing employees.  Only  three  out  of  sixty  stated  definitely  that  in- 
creased efficiency  has  resulted;  and  these  have  paid  unusually  high 
profit-sharing  dividends  to  their  employees  in  the  past.  Aside 
from  profit-sharing  employers,  neither  employees  nor  employers 
have  any  confidence  in  profit-sharing.  As  far  as  the  former  can 
give  e3q)ression  to  their  opinions,  they  have  put  themselves  on 
record  as  opposed  to  it.*  This  attitude  of  employees  toward  such 
schemes  is  usually  explained  by  the  fact  that,  in  the  opinion  of  their 
leaders,  profit-sharing  plans  have  an  inevitable  tendency  to  hinder 
the  development  of  trade  unionism  and  collective  bargaining. 

'  For  opinions  of  representative  labor  men  see  Profit-Sharing  by  American  Employ* 
ers  (report  issued  in  1916  by  the  Welfare  Department  of  the  National  Civic  Federation), 
pp.  233-43. 
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Labor  leaders  are  of  the  opinion  that  these  schemes  make  increased 
earnings  uncertain,  contingent  wholly  upon  employers'  profits 
and  payable  only  "  at  their  own  sweet  will."  An  informant  belong- 
ing to  a  labor  organization  explained  his  opposition  to  profit-sharing 
on  the  groimd  that ''  there  is  no  sense  in  playii^  a  game  the  rules  and 
regulations  of  which  are  formed  without  the  consent  of  one  of  the 
principal  parties  concerned,  such  rules,  furthermore,  being  subject 
to  change  at  any  time  without  common  consent."  Workmen,  he 
said,  prefer  unqualified  increases  in  wages  to  a  problematical  share 
in  the  employers'  enterprises  in  the  management  of  which  they  do 
not  partake.  Employees,  furthermore,  have  no  faith  in  profit- 
sharing,  because  under  only  one  of  the  plans  in  existence  are  they 
granted  the  privilege  of  inspecting  the  books  of  the  employer 
in  order  to  convince  themselves  that  the  full  share  due  them  has 
been  distributed.  Suspicion  is  further  augmented  because  imder 
a  majority  of  the  plans  the  prospective  beneficiaries  are  not  even 
given  an  inkling  as  to  the  specific  proportion  of  the  profits  that 
their  employers  are  willing  to  share.  What  is  there  then,  employees 
repeatedly  say,  to  prevent  an  imscrupulous  employer  from  juggling 
his  profit-and-loss  account  in  order  to  avoid  the  payment  of  the 
promised  benefits  ? 

The  attitude  of  profit-sharing  employees  toward  such  schemes 
is  interesting  and  instructive.  As  a  rule,  this  attitude  varies  with 
the  nature  of  the  position  held  by  the  informant  and  with  his  general 
views  on  industrial  questions.  In  all,  three  distinct  attitudes 
were  observed,  to  wit,  complete  approval,  absolute  condemnation, 
and  a  general  indifference  which  took  profit-sharing  as  a  matter  of 
course.  Profit-sharing  employees  who  hold  well-paid  supervisory 
or  executive  positions  were  definitely  in  favor  of  the  plans.  To  this 
small  group  of  participants  the  scheme  appeared  to  be  an  actual 
realization  of  a  state  of  community  of  interest  between  employer 
and  employee.  Among  the  bulk  of  the  ordinary  wage-earners 
two  distinct  opinions  prevailed.  If  the  informant  happened  to  be  a 
member  of  a  trade  imion  or  was  an  ardent  believer  in  organized  labor 
and  collective  bargaining,  his  opinion  on  profit-sharing  was  analo- 
gous to  those  of  the  labor  representatives  dted  above — ^viz.,  abso- . 
lute  disapproval  of  the  scheme  irrespective  of  the  benefits  that 
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might  accrue  to  the  participants.  To  informants  of  this  group  the 
profit-sharing  plan  was  a  carefully  planned  attempt  on  the  part  of 
the  employer  to  stimulate  production,  forestalling  at  the  same  time 
the  possibility  of  collective  demands  for  higher  wages  and  better 
conditions  of  employment.  The  proportion  of  participating 
employees  that  expressed  this  (pinion  was  not  very  large,  and  con- 
stituted, perhaps,  not  more  than  one-fifth  of  those  interviewed. 
The  attitude  of  the  great  majority  of  the  participating  employees 
was  one  of  general  indifference.  Profit  distributions  were  taken  as 
a  matter  of  course,  were  expected,  and  were  relied  upon  in  the 
balancing  of  their  income  and  expenditure  accoimts.  The  em* 
ployers'  motives  were  not  questioned  as  long  as  distributions 
continued  at  regular  intervals.  If,  however,  the  shares  paid  grew 
less  or  their  distribution  irregular,  suspicion  was  engendered  and 
dissatisfaction  with  the  scheme  aroused. 

The  profit-sharing  field  is  rather  unique  in  the  sense  that  imder 
its  arrangements  additional  duties  carry  with  them  no  new  rights. 
Under  most  of  such  schemes  th^  employees  are  constantly  reminded 
of  the  fact  that  they  are  no  longer  mere  employees,  that  they  are 
partners  in  the  business  and  are  therefore  expected  to  conduct 
themselves  as  such — to  avoid  any  moves  or  acts,  such  as  requests 
for  better  conditions  and  higher  wages,  that  will  inconvenience  the 
business.  These  new  duties,  however,  involve  no  established  rights 
to  benefits,  for  each  of  the  schemes  specifically  reserves  to  the  em- 
ployer the  right  to  (i)  determine  which  of  the  employed  shall  par- 
ticipate, and  imder  what  conditions  they  may  do  so,  (2)  to  hire  and 
fire  at  pleasure,  and  (3)  to  discontinue  or  modify  the  entire  arrange- 
ment without  notice  or  consent  of  the  employees.'  Legally,  shares 
in  profits  thus  become  mere  gratuities  which  the  employer  may  or 
may  not  dispense.* 

X  G>inmenting  upon  a  certain  pension  scheme  under  which  the  annuity  allow- 
ances to  be  granted  are  expressly  described  as  not  a  " right"  of  employees,  Babson's 
Confidential  Labor  Bulletin,  L-83,  August,  191 7,  says:  ''We  do  not  believe,  though, 
that  a  plan  of  this  kind  meets  the  demands  of  labor  in  these  days  or  is  quite  m  tune 
with  the  ^irit  of  the  age.  If  we  are  not  mistaken,  there  is  a  growing  demand 
among  workers  for  a  recognition  of  rights  over  and  above  wages.  Clients  should 
.  not  expect  a  plan  of  this  kind  to  exercise  any  influence  on  radical  employees." 

'  For  a  detailed  discussion  of  the  legal  status  of  profit-sharing,  see  Bulletin  308,  p.  6. 
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That  profit-sharing  is  not  popular  with  employers  may  easily  be 
inferred  from  the  little  headway  that  such  wage  schemes  have  made 
in  the  United  States  as  well  as  from  the  very  small  nimiber  of 
employees  working  under  profit-sharing  conditions.  Employers 
have  but  little  faith  in  profit-sharing  because  they  cannot  see  how 
distributions  made  upon  any  other  basis  than  that  of  individual 
efficiency  can  possibly  contribute  to  the  augmentation  of  their 
profits/  Considered  as  a  direct  stimulus  to  efficiency,  real  profit- 
sharing  cannot  possibly  succeed,  because,  imder  it,  individual  shares 
are  to  bear  no  direct  relation  to  anything  but  the  earnings  of  the 
business.  Again,  some  employers  feel  that  from  a  strictly  equitable 
viewpoint  employees  admitted  to  participation  in  the  profits  are 
morally  bound  to  be  willing  to  share  in  the  possible  losses  of  the 
business.  Unfortimately,  aside  from  the  fact  that  ordinary  workers 
do  not  earn  enough  to  maintain  a  satisfactory  standard  of  living* — 
much  less  to  assist  employers  in  meeting  business  losses — one  may 
appropriately  doubt  the  wisdom  or  even  the  desirability  of  asking 
anyone  to  share  in  the  losses  of  an  enterprise  the  management  of 
which  was  to  him  a  sort  of  terra  incognita — a  sphere  absolutely 
outside  of  his  legitimate  jurisdiction,  or  even  inquiry.^ 

The  degree  of  effectiveness  of  these  schemes  depends  directly 
upon  the  amoimt  of  benefits  accruing  to  the  participants.  These 
benefits  have  been  rather  small,  equivalent  in  many  instances  to 
less  than  what  ordinarily  grateful  employers  in  thousands  of  estab- 
lishments are  in  the  habit  of  distributing  as  Christmas  gifts  in  the 
form  of  cash  bonuses,  "gold  pieces,"  and  turkeys.  Profit-sharing 
does  not  even  succeed  in  evoking  any  of  the  stimuli  to  efficiency 
that  Christmas  gifts  usually  do — ^perfunctory  "thank  you"  and 
some  additional  good  will  to  last  until  after  New  Year's  Day.  On 
the  contrary,  no  matter  how  large  or  small  the  amounts  distributed 
may  be,  the  one-sidedness  of  the  arrangement  and  its  absolute 

'  The  desire  for  increased  profits,  and  not  philanthropy,  was  responsible  for  the 
origin  of  most  of  these  schemes.    Ihid,,  p.  170. 

'  Cf.  Conditions  of  Labor  in  American  Industries,  by  W.  Jett  Lauck  and  Edgar 
Sydenstricker  (New  York,  1917),  pp.  357-63- 

s  The  same  argument  could,  of  course,  be  advanced  against  participation  in  the 
profits  by  employees  who  do  not  directly  assist  in  the  management  of  the  business. 
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control  by  the  employer  make  the  participants  feel  suspicious  lest 
they  do  not  get  all  they  should.  For  entirely  different  reasons 
this  feeling  of  dissatisfaction  and  lack  of  confidence  in  the  value 
of  the  scheme  appears  also  in  the  mind  of  the  employer.  Somehow 
or  other  he  cannot  help  feeling  that  from  the  point  of  view  of 
greater  profits  more  satisfactory  results  could  be  obtained  with  less 
pretense  and  annoyance,  through  improvements  in  working  con- 
ditions and  increases  in  wages  based  upon  the  payment  of  bonuses 
for  individual  eflBidency. 

What  then  is,  after  all,  the  raisan  d'Slre  of  the  existing  profit- 
sharing  schemes,  few  though  they  may  be  ?  To  this  question  the 
following  answers  may  be  suggested: 

1.  The  advertising  value  of  the  schemes,  the  very  name  of  which 
is  high-sounding  and  appeals  to  the  popular  mind.  The  adver- 
tising value  of  profit-sharing,  it  was  said,  was  particularly  great  in 
mercantile  establishments  which  cater  to  the  trade  of  working 
people,  such  as  grocery  and  department  stores  suid  mercantile 
institutions  selling  their  goods  on  the  instalment  plan.  Managers 
of  two  siich  establishments  were  certain  of  the  beneficial  value  of 
their  profit-sharing  plan  in  this  respect. 

2.  The  nature  of  some  business  organizations  under  which  it  is 
difficult  to  correlate  directly  individual  efficiency  with  its  corre- 
sponding reward.  The  value  of  this  factor  to  the  employer  was 
clearly  brought  out  by  the  vice-president  of  the  Executives'  Club 
of  Detroit  in  an  article  entitled,  "Where  Profit-Sharing  Fails  and 
Where  It  Succeeds.''  The  author  says:  "Considered  merely  as  a 
stimulus  to  increased  production  and  greater  net  gain,  profit-sharing 
is  of  particular  value  in  plants  where  (i)  individual  efficiency  cannot 
yet  be  exactly  measured,  or  where  (2)  much  work  is  done  far  away 
from  supervision,  or  where  (3)  longevity  of  service  is  necessary  to 
preserve  the  quality  of  the  product  or  to  guard  trade  secrets,  or 
where  (4)  a  supplement  to  the  wage  system  promoting  individual 
efficiency  is  needed  to  minimize  plant  waste." ' 

3.  The  effect  of  the  schemes  upon  the  labor  tiunover.  Profit- 
sharing,  particularly  in  the  establishments  in  which  the  business 
is  prospering  suid  in  which  distributions  are  made  at  regular 

'  System  Magcuine,  March,  1916. 
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intervals,  does  seem  to  have  a  beneficial  influence  upon  the  stability 
of  the  organization.  One  profit-sharing  employer,  who  made  a  very 
careful  study  of  the  effect  of  his  plan,  describes  this  effect  as 
follows:  "It  [profit-sharing]  works  precisely  like  an  increase  in 
wages,  but  is  more  valuable  because  the  employee,  in  order  to 
receive  his  share,  has  to  wait  till  the  end  of  the  distribution  period, 
a  fact  that  makes  him  hesitate  before  quitting,  which  would  natu- 
rally involve  the  forfeiting  of  his  share  in  the  profits." 

4.  The  momentum  of  some  of  the  older  plans  which  makes 
profit-sharing  a  sort  of  a  tradition  which  is  difficult  to  abandou. 

5.  The  sense  of  social  justice  of  some  employers.  To  this 
factor  is  due  the  existence  of  three  profit-sharing  schemes  the  prin- 
dpal  object  of  which  was  stated  to  be  "an  equitable  distribution 
of  the  profits  of  the  imdertaking,  as  a  matter  of  justice,  irrespective 
altogether  of  hopes  for  increased  efficiency." 

6.  The  beUef  of  some  employers  that  profit-sharing  will  develop 
good  will,  diminish  industrial  strife,  and  stimulate  efficiency, 
obviating  at  the  same  time,  perhaps,  the  necessity  of  granting 
increases  in  wages. 

An  examination  of  the  causes  specified  by  employers  as  having 
been  responsible  for  the  abandonment  of  profit-sharing  plans  that 
they  are  known  to  have  had  in  operation  reveals  the  interesting 
fact  that  many  of  the  plans  were  discontinued  because  the  new 
order  of  things  failed  to  appeal  to  the  prospective  beneficiaries, 
who  preferred  the  certainty  of  ordinary  increases  in  wages  to  the 
uncertainty  of  the  potential  profits  at  the  end  of  the  distribution 
period.'  Demands  on  the  part  of  the  new  partners  for  increased 
wages  usually  appeared  unreasonable  and  unfair  to  the  employer, 
who  quickly  decided  to  abandon  the  scheme.  One  student  of  this 
question  has  summarized  the  nature  of  profit-sharing  in  its  bearing 
upon  this  conffict  of  opinion  as  follows: 

It  is  obvious  that  if  profit-sharing  is  baaed  upon  favor,  the  so-called 
divisions  of  profits  are  nothing  more  nor  less  than  Christmas  presents  or  other 
periodical  gifts,  and  therefore  cannot  be  considered  as  a  serious  economic  factor. 

If  profit-sharing  is  predicated  upon  the  mutual  rights  and  obligations  arising 
out  of  relation  of  emplojrer  and  employee,  or  if  it  is  based  upon  some  equitable 

X  Bulletin  308,  p.  z66. 
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right  or  obligation  flowing  out  of  that  relation,  it  is  then  pennitted  to  ask  at 
what  point  in  that  relation,  or  under  what  circumstances,  does  the  rig^t  to 
demand  an  increased  wage  cease  and  the  right  to  demand  a  share  of  profits 
begin? 

Unless  there  is  some  method  of  general  application  by  which  that  point 
may  be  established,  it  comes  down  to  this,  that  the  employer— and  he  alone — 
can  say  when,  to  what  extent,  and  under  what  circumstances  the  employee 
shall  be  permitted  to  exercise  his  supposed  rig^t — an  arrangement  which  not 
only  makes  the  employer  the  umpire,  but  permits  him  to  change  the  rules  in  the 
middle  of  the  game.' 

One  cannot  help  but  feel  that  the  illogical  character  of  profit- 
sharingy  as  outlined  briefly  in  this  article  as  well  as  by  the  authors 
quoted,  presents  one  of  the  reasons  why  genuine  profit-sharing 
plays  such  a  negligible  rdle  in  the  wage  systems  of  advanced  indus- 
trial countries.  The  effectiveness  of  any  economic  arrangement 
does  not  necessarily  depend,  of  course,  upon  its  power  to  appeal  to 
logicians  or  jurists.  Profit-sharing  has  failed  to  become  of  any 
consequence  among  the  other  wage  systems  for  the  simple  reason 
that  it  has  failed  to  appeal  to  the  instinct  of  economic  self-interest 
of  capital  and  labor,  and  because  its  tendency  to  increase  efficiency 
and  profits,  on  the  one  hand,  or  appreciably  to  augment  the  earnings 
of  the  employees,  on  the  other,  has  been  very  limited. 

Earnest  advocates  of  profit-sharing  may  take  exception  to 
these  conclusions.  They  may  state  that  the  failure  of  profit- 
sharing  to  make  any  appreciable  headway  among  other  wage- 
payment  systems  is  due  to  the  fact  that  it  is  being  operated  under 
unfavorable  conditions.  President  Eliot  may  rightly  emphasize 
the  point  that  the  elements  or  "adjuncts'^  which  he  considers  as 
essential  to  the  success  of  profit-sharing,  such  as  large  distribu- 
tions, welfare-work,  pensions,  sale  of  stock  to  employees  at  reduced 
rates,  and  "co-operative  management,"*  are  seldom  found  in  con- 
junction with  the  existing  profit-sharing  plans.  This  is  sub- 
stantially correct.  The  report  of  the  Federal  Bureau  of  Labor 
Statistics  referred  to  above  shows  that  almost  three-fourths  of  the 

'  ProJU-^karing  by  American  Emphyers  (report  issued  by  Vfeiiait  DqMUtment  of 
the  National  Civic  Federation),  pp.  258-59,  article  by  Francis  X.  Butler. 

>  'The  Road  to  Industrial  Peace,"  by  Dr.  Charles  W.  Eliot,  The  NaUof^s 
Business,  August,  191 7,  p.  16. 
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plans  distributed  shares  equivalent  to  less  than  10  per  cent  of  the 
ordinary  earnings  of  the  beneficiaries — that  is,  amounts  not  suffi- 
ciently large  in  the  opinion  of  President  Eliot*  to  affect  the 
efficiency  and  develop  a  sense  of  partnership  on  the  part  of  the 
employees.  Although  many  of  these  establi^mients  are  known  to 
be  engaged  in  some  sort  of  wdfare-work,  few  of  them  are  large 
enough  and  financially  stable  enough  to  instal,  and  maintain  pension 
funds.  Many  of  the  profit-sharing  firms  are  small  and  have  no 
marketable  stock  to  sell  to  their  employees.  And,  as  brought  out 
in  the  preceding  pages,  very  few  profit-sharing  employers  manifest 
any  great  interest  in  what  President  Eliot  terms  co-operative 
management.  The  absence  of  some  of  the  factors  thought  of  as 
essential  to  the  success  of  profit-sharing  raises  the  question  as  to 
the  reasons  for  this  absence.  And,  as  far  as  one  'may  judge  cor^ 
rectly  from  the  opinions  of  numerous  employers,  the  answer  to 
this  question  is:  Genuine  profit-sharing — that  is,  profit-sharing  not 
related  directly  to  individual  efficiency— does  not  pay. 

Boris  Emmet 
Washinoton,  d.c. 
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For  a  clear  understanding  of  the  northern  migration  of  Negroes 
in  the  years  1916  and  191 7,  a  knowledge  of  the  general  movement 
of  the  Negro  population  since  1865  will  prove  very  useful.  Several 
recent  writers  have  been  prone  to  emphasize  the  development  in 
the  Negro  within  the  past  two  years  pf  "a  sudden  desire  to  move," 
but  a  little  investigation  soon  reveals  the  fact  that  the  black  man, 
ever  since  the  day  of  his  emancipation,  has  shown  a  tendency  to 
migrate. 

At  the  dose  of  the  Civil  War,  when  told  that  he  was  free,  the 
Negro  at  once  began  to  put  his  freedom  to  the  test;  and  as  the 
most  palpable  evidence  of  his  liberty  was  his  ability  to  come  and 
go  as  he  chose,  it  was  only  natural  that  he  should  begin  to  move 
about.  At  the  end  of  every  year  thousands  of  tenants  in  the  south- 
em  black  belts  may  still  be  seen  removing  to  other  farms,  in  many 
cases  without  even  taking  the  pains  to  examine  beforehand  the 
lands  they  are  to  cultivate  or  the  houses  they  are  to  occupy.  Such 
migrations  do  not  appear  in  the  census  returns,  but  their  social  and 
economic  importance  is  far-reaching.  Dr.  Booker  T.  Washington 
often  found  it  necessary  to  urge  his  people  to  abandon  their  moving 
propensities  and  to  settle  down  and  acquire  property.  At  gatherings 
of  Negro  farmers  he  was  fond  of  narrating  a  homely  story  of  a 
chicken  which  belonged  to  one  of  these  peripatetic  tenants  and 
which,  from  long-acquired  habit,  would  walk  up  to  its  owner's 
cabin  door  on  every  first  of  January  and  squat  down  and  offer  its 
l^s  to  be  tied,  preparatory  to  its  journey  to  the  next  farm. 

The  possibility  of  the  migration  of  a  great  number  of  freedmen 
from  some  sections  of  the  South  became  evident  almost  as  soon  as 
the  Civil  War  was  over,  and  as  early  as  November  27,  1866, 
Governor  James  L.  Orr,  of  South  Carolina,  stated  in  a  message  to 
the  legislature  that  the  Negroes  were — 

invaluable  to  the  productive  resources  of  the  State,  and  if  their  labor  be  lost 
by  removal  to  other  sections,  it  will  convert  thousands  of  acres  of  productive 
land  into  a  dreary  wilderness.    For  this  reason,  I  have  felt  it  to  be  my  duty 
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to  discourage  their  migration.  The  short  crops  of  the  present  3rear  should 
stimulate  the  planter  and  ifarmer  to  renewed  energy  and  enterprise.  He  will, 
however,  find  his  lands  of  little  value  if  he  cannot  command  labor  to  cultivate 
them.  If  the  Negro  remain  here,  his  labor  must  be  made  sufficiently  remu- 
nerative to  subsist  and  clothe  him  comfortably.  Schoob  must  be  established 
to  educate  his  children,  and  churches  built  for  his  moral  training.' 

This  threatened  migration,  to  which  Governor  Orr  referred,  was 
a  westward  movement,  from  South  Carolina,  Georgia,  Alabama,  and 
Mississippi  to  Louisiana,  Arkansas,  and  Texas.  It  differed  mate- 
rially from  the  later  migration  to  the  North.  In  general,  the  west- 
ward movement  in  our  country  is  actuated  by  causes  similar  to 
those  that  prompt  European  migration  to  America.  It  is  a  move- 
ment from  a  hi^y  developed,  densely  popiilated  region,  where  the 
economic  stress  is  acute,  to  a  region  more  sparsely  populated,  with 
undeveloped  resources,  where  the  struggle  for  existence  is  not  so 
keen.  TTiis  explains  the  lure  of  the  Southwest  for  the  Negro,  as 
well  as  that  of  all  the  West  for  the  white  man.  But  there  is  another 
movement  of  population  that  operates  in  a  manner  quite  the  reverse 
of  the  principles  just  enunciated.  This  is  the  cityward  movement, 
a  migration  to  a  region  of  denser  population,  keener  competition, 
and  more  acute  economic  stress.  Such  a  movement  is  the  northern 
exodus  of  Negroes  in  1916-17. 

In  the  late  sixties  and  early  seventies  the  westward  migration 
of  Negroes  attained  considerable  headway.  It  was  at  first  a  move- 
ment of  individuals  and  soon  became  one  of  groups.  Railway  and 
land  companies  carefully  fostered  it  and  had  their  agents  in  various 
sections  of  the  South,  very  much  as  trans-Atlantic  steamship  com- 
panies have  maintained  their  nmners  in  the  remote  rural  districts 
of  Southern  and  Eastern  Euroi)e  to  encourage  emigration  to 
America.  A  well-known  Negro  educator  states  that  in  1874  he 
heard  one  of  these  agents  boast  that  he  had  induced  35,000  i>ersons 
in  South  Carolina  and  Georgia  to  leave  for  Arkansas  and  Texas.* 
This  westward  movement,  however,  was  soon  dwarfed  into  insig- 
nificance by  a  threatened  migration  on  an  unprecedented  scale  to 

'  South  Carolina  House  Journal  (1866),  pp.  20-31. 

'  W.  H.  Crogman,  Talks  for  the  Times  (Atlanta,  1896),  p.  54.  The  agent's  state- 
ment is  probably  much  exaggerated,  but  there  must  have  been  a  considerable  migra- 
tion to  have  prompted  him  to  make  such  a  claim. 
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Kansas  from  the  lower  Mississq)pi  Valley  early  in  the  spring  of 
1879.  The  "Kansas  Exodus,"  as  it  came  to  be  called  from  its 
alleged  resemblance  to  the  flight  of  the  Israelites  from  Egypt,  pre- 
sents several  striking  analogies  to  the  movement  of  1916-17.  When 
the  exodus  to  Kansas  began,  there  was  the  same  suspicion,  as  noted 
in  1916,  that  it  was  the  result  of  efforts  to  colonize  Negro  voters  in 
the  North  and  make  certain  states  safely  Republican.  In  both 
cases  this  suspicion  was  finally  allayed.  There  were  also,  in  1879 
as  in  1916,  the  assumption  by  a  portion  of  the  northern  press  that 
the  Negro  was  fleeing  north  to  escai>e  ill  treatment,  and  the  tend- 
ency on  its  part  to  lecture  the  South  for  its  shortcomings  in  dealing 
with  the  black  man.  One  may  also  note,  in  both  instances,  the 
same  sort  of  xmeasiness  among  the  planters  in  those  districts  from 
which  emigration  had  been  excessive,  the  same  assurance  by  some 
that  all  of  the  Negroes  would  eventually  return,  and  the  same 
introspective  editorials  in  southern  newspapers,  with  the  candid 
admission  that  conditions  might  be  better  for  the  Negro,  but  with 
the  added  assertion  that  even  as  things  were  the  South  was  a  better 
place  for  him  than  the  North.  In  both  instances  also  may  be 
observed  the  final  recognition  that  the  causes  of  the  movement 
were  basically  economic.  Of  cotirse,  there  are  certain  contrasts 
as  well  as  parallels  in  these  two  movements,  but  the  latter  appear 
to  be  by  far  the  more  significant. 

The  Kansas  movement  of  1879  was  due  in  large  measure  to  the 
agricultural  depression  in  the  lower  Mississippi  Valley,  but  it  was 
precipitated  by  the  activities  of  a  host  of  i)etty  Negro  leaders  who 
sprang  up  in  all  parts  of  the  South  during  the  period  of  reconstruc- 
tion. Foremost  among  these  were  Benjamin  (better  known  as 
"Pap")  Singleton,  of  Tennessee,  and  Henry  Adams,  of  Louisiana. 
Singleton  styled  himself  the  "Moses  of  the  Exodus"  and  personally 
supervised  the  planting  of  several  colonies  in  Kansas.'  Adams 
claimed  to  have  organized  a  colonization  coxmdl  which  attained  a 
membership  of  98,000.^ 

The  exodus  to  the  "Promised  Land"  of  Kansas  began  early  in 
March,  1879,  and  continued  until  May.    The  total  mmiber  of  emi- 

'  W.  L.  Fleming,  <"Pap'  Singleton:  The  Moses  of  the  Colored  Exodus,"  American 
Journal  of  Sociology^  XV,  61-82. 

'  Senate  Report^  693,  Part  H,  Forty-sixth  Congress,  Second  Session. 
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grants,  most  of  whom  went  to  Kansas  from  Louisiana  and  Missis- 
sippi, has  been  estimated  at  all  the  way  from  5,000  to  10,000,  and 
many  thousands  more  had  planned  to  move,  but  were  deterred  by 
the  misfortunes  of  those  who  constituted  the  vanguard.  Leaving 
their  homes  when  the  weather  was  becoming  warm,  the  early  emi- 
grants reached  Kansas  when  spring  chanced  to  be  unusually  back- 
ward and  the  country  was  still  bleak  and  desolate.  Thinly  dad  and 
often  without  funds,  they  endured  much  suffering  from  want  and 
sickness,  and  many  of  them  became  public  charges.  Societies  were 
organized  expressly  to  care  for  the  "refugees,"  as  they  were  called, 
and  large  numbers  returned  to  their  homes  as  soon  as  they  were 
able,  giving  such  dismal  reports  on  their  arrival  as  to  dissuade 
others  from  following  their  example.  Perhaps  a  third  of  the  emi- 
grants remained,  and  many  of  these  eventually  attained  a  fair 
degree  of  prosperity. 

The  movement  was  ill-advised,  and  too  much  based  on  the 
Negro's  sentimentalism.  To  him  Kansas,  pictured  as  the  home  of 
John  Brown  and  the  scene  of  many  free-soil  victories,  seemed  to 
be  the  ideal  home  for  the  black  man.    But  he  foimd  on  arriving  a 


harsh  climate,  pioneer  conditions,  and  small  farmers  who  had  no 
need  of  extra  laborers  and  who  were  not  especially  friendly  to  the 
Negro.  That  individuals  from  among  this  group  of  emigrants 
could  surmount  such  difficulties  and  attain  no  small  degree  of  well- 
being,  is  to  the  credit  of  the  race.  While  the  exodus  caused  much 
suffering,  demoralization,  and  loss  of  property  among  the  emi- 
grants, it  seems  to  have  had  at  least  one  good  result.  In  some 
instances  it  is  said  to  have  caused  an  improvement  in  the  condition 
of  the  Negroes  who  remained  at  home.  In  commimities  where 
there  had  been  considerable  emigration  there  was  said  to  hitve  been 
a  tendency  to  reduce  rents  and  to  offer  the  remaining  tenants  more 
favorable  terms  in  general  than  had  obtained  prior  to  the  exodus. 
Such  a  result  would  naturally  be  expected. 

In  188&-89  there  was  a  considerable  migration  of  Negroes  from 
southern  Alabama  to  Arkansas  and  Texas,  as  a  result  of  the  activi- 
ties of  labor  agents.'  The  rapid  development  of  the  mining  indus- 
try of  Alabama  in  the  nineties  caused  a  rapid  influx  of  Negroes  into 
the  mineral  regions  around  Birmingham,  and  was  the  cause  of  much 

'  Southern  Parmer,  Atlanta,  Ga.,  June,  1889. 
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uneasiness  among  the  cotton  growers  of  the  black  belt.  The 
advent  of  the  boll  weevil  caused  a  great  migration  of  colored 
farmers  in  1908-9  from  the  cotton  fields  to  the  cane  fields  of 
Louisiana.  By  1914  the  cotton  belt  of  this  state  had  recovered 
from  the  demoralization  that  followed  the  advent  of  the  weevil; 
and  the  sugar  planters,  depressed  by  the  prospects  of  free  sugar, 
were  reducing  their  acreage  and  employing  fewer  laborers.  A 
tendency  toward  a  counter-migration  then  showed  itself,  and  labor 
agents  again  were  active.* 

These  instances  are  dted  in  order  to  indicate  that  the  northern 
migration  of  1916-17  is  no  new  and  strange  phenomenon.  It 
differs  from  earlier  movements  chiefly  in  the  matter  of  numbers 
involved.  The  European  war  has  simply  hastened  and  intensified 
a  movement  that  has  been  under  way  for  half  a  century.  To  the 
truth  of  this  statement  the  reports  of  the  census  bear  eloquent 
witness.  In  i860  there  were  344,719  Negroes  in  the  North;  in 
1910  there  were  1,078,336,  an  increase  of  212.8  per  cent  for  the 
fifty-year  period.  In  the  South  for  the  same  period  the  rate  of 
increase  was  in  .1  per  cent.  In  the  last  half-century,  therefore, 
the  relative  increase  of  Negroes  in  the  North  has  been  nearly 
double  that  in  the  South.  This  shows  a  decided  change  from  the 
conditions  prevailing  before  the  Civil  War.  At  every  census  before 
i860,  except  that  of  1840,  the  Negro  population  of  the  South 
showed  a  greater  relative  increase  than  that  of  the  North.  Since 
i860,  however,  the  situation  has  been  reversed,  as  is  indicated  by 
the  following  table: 


PERCENTAGE  OF  INCREASE  OF  NEGRO  Vi 

DPULATIO 

N 

Decade 

North 

South 

Decade 

North 

South 

1790-1800 

1800-1810 

1810-1820 

1820-1830 

1830-1840 

1840-1850 

24.1 
18.7 
18.0 
39.2 
38.9 
23.7 

34.0 
39.2 
29.S 
31.6 
23.3 
26.8 

1850-1860 

1860-1870 

1870-1880 .. 

1880-1890 

1890-1900 

1900-1910 

20.3 

16.2 

^•^ 
18.3 

22.1 

8.81* 
l34.7r 
135 
17.3 

10.4 

*0wing  to  the  great  irregularities  in  the  oeosoa  of  1870,  espedaUy  aa  it  reUtes  to  the  Southern 
itates,  comparisons  of  this  year  with  those  of  x86o  and  z88o  are  wholly  misleading,  and  in  the  foregoing 
table  the  percentages  for  these  years  are  bracketed. 

'  New  Orleans  Times-Democrat,  March  26, 1914. 
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It  thus  appears  that  in  every  decade  since  the  Civil  War  the 
Negro  popidation  of  the  North  has  been  growing  faster  than  that 
of  the  South.  This  increase  can  be  accounted  for  in  two  ways 
only:  by  an  excess  of  births  over  deaths,  and  by  immigration  from 
other  states.  The  meager  vital  statistics  avaOable  indicate  that 
while  the  death-rate  of  the  Negro  in  the  North  is  lower  than  that  of 
the  Negro  in  the  South,  the  birth-rate  of  the  northern  Negro  is  also 
lower  and  is  just  barely  sufficient  to  balance  the  death-rate.  The 
increase  in  the  colored  population  of  the  Northern  states  appears 
therefore  to  be  due  ahnost  wholly  to  immigration.  The  census  fully 
substantiates  this  assumption.  In  1910,  4i5>533  northern  Negroes 
were  southern-bom.  This  is  nearly  two-fifths  of  the  entire  Negro 
population  living  in  the  North.  Forty-seven  per  cent  of  the 
Negroes  living  in  New  England  in  1910  and  more  than  50  i>er  cent 
of  those  in  the  Middle  Atlantic  and  East  North  Central  divisions' 
were  bom  outside  these  sections.  In  four  of  the  former  slave  states 
(Maryland,  Missouri,  Kentucky,  and  Tennessee)  there  were  actually 
fewer  Negroes  in  1910  than  in  1900.  These,  it  will  be  noted,  are 
border  states,  where  "the  call  of  the  North"  is  most  Ukely  to  be 
first  heard  and  heeded,  and  whence  migration  is  easier  and  cheai>er 
than  it  is  farther  south.  It  is  also  worthy  of  note  that  every  one 
of  the  former  slave  states  except  Arkansas  was  "whiter**  in  1910 
than  in  1900.'  Indeed,  if  we  exclude  from  our  reckoning  states 
having  a  Negro  population  of  less  than  2  per  cent,  the  only  states 
in  the  Union  that  became  perceptibly  "blacker"  in  the  last  census 
decade  were  West  Virginia,  whose  percentage  increased  from  4.5 
to  5 .3,  and  Oklahoma,  whose  increase  was  from  7  to  8 .3  per  cent. 
The  increase  in  these  states,  however,  is  not  large  enough  to  give 
rise  to  problems  like  those  in  some  sections  of  the  old  South. 

It  is  interesting  to  note  that  the  New  England  states,  before 
1910,  were  not  appreciably  affected  by  the  northem  migration. 
In  three  of  these  states  (Connecticut,  Rhode  Island,  and  New 

'  The  Middle  Atlantic  and  East  North  Central  divisions  comprise  the  states  of 
New  York,  New  Jersey,  Pennsylvania,  Ohio,  Indiana,  Ulinois,  Michigan,  and 
Wisconsin. 

*  While  the  percentage  of  Negro  population  in  Arkansas  increased,  it  was  only 
to  the  extent  of  one-tenth  of  i  per  cent. 
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Hampshire)  the  percentage  of  Negro  population  between  1880 
and  1910  actually  dedined,  in  Maine  it  remained  stationary,  and 
in  Vermont  and  Massachusetts  it  showed  a  very  slight  increase. 
New  Hampshire  actually  contained  fewer  Negroes  in  1910  than 
in  1790. 

Another  very  interesting  feature  of  the  movement  of  Negroes 
in  the  United  States  is  the  fact  that,  in  spite  of  the  northward  tend- 
encies just  described,  the  center  of  Negro  population  has  been 
shifting  steadily  southward  and  westward.  Since  1790  the  cent^ 
has  changed  from  southern  Virginia  to  northeastern  Alabama. 
This  is  due  to  the  fact  that  the  drift  of  Negro  population  to  the 
North  before  1910  was  most  pronounced  in  the  border  states  of 
Tennessee,  Kentucky,  Maryland,  and  Missouri,  and  that  the 
increase  in  the  states  farther  south  more  than  offset  the  losses  in 
these  four  states. 

The  Negro  shows  a  tendency,  not  only  to  move  northward,  but 
also  to  move  about  very  freely  within  the  South.  In  fact,  the 
region  registering  the  largest  net  gain  of  Negroes  in  1910  from  this 
interstate  movement  was  the  West  South  Central  division  (Arkan- 
sas, Louisiana,  Oklahoma,  and  Texas),  which  showed  a  gain  from 
this  source  of  194,658.  The  Middle  Atlantic  division  came  second 
with  a  gain  of  186,384,  and  the  East  North  Central  third  with  a 
gain  of  119,649.  On  the  other  hand,  the  South  Atlantic  states 
showed  a  loss  of  392,827,  and  the  East  South  Central  states  a  loss 
of  200,876  from  interstate  migration.  While  the  Negroes  have 
shown  this  marked  inclination  toward  interstate  movement,  they 
nevertheless  exhibit  this  tendency  in  less  degree  than  do  the  whites. 
In  1910,  16.6  i)er  cent  of  the  Negroes  had  moved  to  some  other 
state  than  that  in  which  they  were  bom,  while  the  j)ercentage  for 
the  whites  was  22 .4.  For  the  relative  extent  of  intrastate  migra- 
tion by  the  two  races,  figures  are  of  course  imavailable. 

As  has  already  been  indicated,  the  cause  of  the  migration,  like 
that  of  practically  all  great  movements  of  peoples,  is  fundamentally 
economic.  But  this  simple  statement  does  not  tell  the  whole  story. 
The  causes  may  be  grouped  as  beckoning  and  driving,  the  first  group 
arising  from  conditions  in  the  North  and  the  second  from  conditions 
in  the  South.    Among  the  beckoning  causes  in  1916-17  were  high 
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wages,  little  or  no  unemployment,  a  shorter  working  day  than  on 
the  farm,  less  political  and  social  discrimination  than  in  the  South, 
better  educational  facilities,  and  the  lure  of  the  dty.  Among  the 
driving  causes  were  the  relatively  low  wages  paid  farm  labor,  an 
unsatisfactory  tenant  or  crop-sharing  system,  the  boll  weevil,  the 
crop  failures  of  1916,  lynching,  disfranchisement,  segr^ation,  poor 
schools,  and  the  monotoi^y,  isolation,  and  drudgery  of  farm  life. 
There  is  a  noticeable  tendency  on  the  part  of  some  Negro  leaders 
to  attribute  the  movement  chiefly  to  the  unrest  due  to  mob  violence 
and  other  ills,  social  and  political,  that  fall  to  the  lot  of  the  black 
man.  When  we  note,  however,  that  lynching  for  the  past  twenty- 
five  years  has  been  slowly  but  surely  decreasing  and  that  disfran- 
chisement is  no  new  thing,  but  has  been  an  accomplished  fact  for 
more  than  forty  years,  it  becomes  evident  that,  whatever  grievances 
of  this  nature  the  Negro  may  have  against  the  South,  he  has  at 
least  no  new  complaint  and  therefore  no  stronger  reason  for  migrat- 
ing on  this  account  in  1917  than  he  has  had  for  several  decades. 
If  adverse  social  and  political  conditions  are  the  main  cause  of  the 
northern  migration,  it  is  asked,  why  did  the  Negro  not  go  in  the 
eighties  and  nineties  when  lynchings  were  four  times  as  frequent 
as  they  now  are  and  when  disfranchisement  was  effected  by  "  bull- 
dozing''  and  tissue  ballots  rather  than  by  the  more  peaceful  method 
of  constitutional  amendment  ?  The  answer  to  this  question  is  that 
the  Negro  has  no  greater  grievances  now  than  formerly,  but  that 
he  has  a  much  better  opportunity  for  escaping  these  grievances 
than  he  has  had  heretofore.  The  driving  causes  in  the  South  are 
not  of  themselves  sufficient  to  bring  about  such  an  exodus  as  wlas 
recently  observed.  There  must  be  an  avenue  of  escape  to  appar- 
ently better  conditions,  and  this  was  presented  when  the  European 
war  created  a  vacuum  in  the  northern  labor  market. 

The  effects  of  this  interstate  migration,  like  the  effects  of  late 
foreign  immigration,  are  largely  matters  of  the  future.  But  certain 
postulates  with  regard  to  the  immediate  effects  may  be  readily 
formulated.  So  far  as  the  migrations  tend  to  bring  about  an 
equilibration  of  demand  and  supply  in  the  labor  markets  of  this 
country,  the  effect  will  be  beneficial.  The  abundance  of  crude, 
cheap,  and  easily  managed  labor  in  the  cotton  belt  has  not  been 
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an  unmixed  blessing.  It  is  a  well-established  fact,  too,  that  the 
Negro  does  better  in  those  districts  where  he  is  greatly  outnumbered 
by  the  whites  than  he  does  in  the  black  belts  where  he  has  little 
chance  to  study  and  emulate  the  white  man's  skill,  thrift,  and 
energy.  The  Negroes  who  go  north  may  thus  increase  their  own 
productive  capacity,  and  at  the  same  time,  by  relieving  somewhat 
the  congestion  of  black  folk  in  their  old  homes,  may  improve  the 
economic  status  of  their  neighbors  who  remain  behind.  A  migra- 
tion of  Negroes  in  any  number  is  likely  also  to  affect  the  attitude 
of  the  southern  employer  of  colored  labor.  It  will  tend  to  impress 
him  with  the  idea  of  the  black  man's  economic  value  as  he  had  not 
been  impressed  before.  The  exodus  of  1879  effected  such  a  change 
of  attitude  on  the  part  of  the  Mississippi  River  planters.  A  large 
niunber  of  them  assembled  in  Vicksburg  on  May  5,  1879,  and 
solemnly  resolved  "that  the  colored  race  has  been  placed  by  the 
Constitution  of  the  United  States,  and  the  states  here  represented, 
on  a  plane  of  absolute  legal  equality  with  the  white  race,"  and 
"that  the  colored  race  shall  be  accorded  the  practical  enjoyment 
of  all  rights,  dvil  and  political,  guaranteed  by  the  said  constitutions 
and  laws.'" 

The  migration  has  also  its  debit  side.  As  already  stated,  it  is 
a  cityward  movement  of  a  rural  population,  and  as  such  is  attended 
with  all  the  difficulties  and  dangers  incident  to  such  a  movement 
on  the  part  of  any  people.  But  there  are  additional  difficulties 
when  the  newcomers  to  a  dty — even  a  northern  dty — chance  to 
be  colored.  They  must  live  in  the  least  desirable  part  of  the  town, 
on  filthy  and  n^lected  streets,  and  in  poorly  constructed,  insanitary 
dwellings,  for  which  they  must  frequently  pay  exorbitant  rentals. 
There  may  be  the  additional  handicap  of  industrial  discrimination 
on  accoimt  of  race. 

Dr.  W.  H.  Crogman,  of  Clark  University,  Atlanta,  Georgia,  a 
well-known  Negro  educator,  twenty  years  ago  set  forth  the  evils 
of  this  movement  in  the  following  words: 

Nothing  was  ever  dearer  to  my  mind  than  that  this  interstate  migration 
has  in  it  the  seeds  of  moral  death.  It  is  a  very  Pandora's  box.  It  strikes  at 
the  roots  of  those  things  by  which  only  any  people  can  hope  to  rise.    It 

*  Vicksburg  Daily  Commercial,  May  6, 1879. 
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destroys  the  home  wherever  it  is  established,  and  prevents  its  establishment 
where  it  is  not.    It  retards  the  progress  of  education  and  acts  like  a  withering 

blight  upon  the  influence  of  the  churches Over  and  over  again  have 

I  known  persons  to  leave  their  native  state  and  after  wandering  through 
several  others  to  return  Anally  to  the  very  spot  whence  they  had  started,  having 
in  that  time  gained  nothing,  acquired  nothing,  except  that  which  is  a  property 
coounon  to  all  bodies  once  set  in  motion — a  tendency  to  keep  moving.' 

This  statement,  in  the  light  of  later  developments,  appears 

unduly  pessimistic,  and  would  probably  be  modified  by  its  author 

today;  but  the  fact  cannot  be  gainsaid  that  the  mere  removal  of 

the  Negro  to  another  environment  is  not  the  ultimate  solution  of 

what  we  call  the  "race  problem";  at  the  most  it  can  only  modify 

the  problem.    As  the  European  peasant  does  not  escape  all  his 

economic  iUs  when  he  stands  for  the  first  time  imder  the  Stars  and 

Stripes,  so  the  Negro  will  still  have  his  troubles  after  crossing  the 

Mason  and  Dixon  line. 

Wm.  O.  Scroggs 
LoTTisiANA  Stats  Univeesity 

'  Talks  for  ike  Times,  pp.  255-54. 
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WASHINGTON  NOTES 

LOANS  AND  SECUKITIES  PRICES 

The  results  of  the  government's  second  great  loan  operation  for  the 
year  1917  are  now  definitely  known.  Final  statistics  show  that  total 
subscriptions  have  amounted  to  more  than  four  billion  six  hundred 
million  dollars,  an  oversubscription  of  54  per  cent  of  the  three  billion 
dollars  originally  offered.  This  is  a  greater  oversubscription  than  was 
received  in  the  case  of  the  first  Liberty  Loan  when  two  billions  were 
offered  and  about  three  billions  of  subscriptions  were  received.  On  this 
occasion  a  total  of  nine  million  four  himdred  thousand  individual  sub- 
scriptions were  presented  to  the  Treasury,  and  of  these  subscribers 
about  99  per  cent  subscribed  in  amoimts  ranging  from  fifty  dollars 
to  fifty  thousand  dollars. 

While  the  success  of  the  loan  as  measured  by  the  volume  of  subscrip- 
tions and  the  number  of  subscribers  has  thus  been  phenomenal,  the 
careful  observer  is  equally  interested  in  the  conditions  imderl3dng  the 
loan  and  the  effect  it  is  likely  to  exercise  upon  the  banking  and  business 
community.  A  review  of  conditions  as  existing  at  the  close  of  the 
operation  shows  that  the  assistance  of  the  banks  has  been  enlisted  to  a 
considerably  greater  extent  than  in  the  former  transaction.  Discounts 
of  paper  secured  by  government  obligations,  by  Federal  Reserve  Banks, 
amoimted  on  November  30  to  $499,000,000  or  about  $400,000,000  more 
than  the  maximum  of  such  discoimts  under  the  first  Liberty  Loan.  No 
figures  are  as  yet  available  to  show  in  any  reliable  way  what  proportion 
of  the  bonds  have  been  actually  taken  by  the  banks  themselves  as  a 
matter  of  permanent  ownership,  and  what  proportion  are  being  carried 
with  a  view  to  eventual  liquidation  by  subscribers  who  are  pa3dng  for 
them  on  the  '' instalment  plan."  The  only  thing  that  seems  certain  is 
that  the  aid  of  the  banks  has  been  more  largely  enlisted  on  this  occasion 
than  on  the  first,  and  that  a  somewhat  longer  period  will  be  required  to 
transfer  the  bonds  completely  to  private  ownership. 

Various  reasons  for  this  condition  of  affairs  may  be  dted.  One  is 
the  fact  that  in  subjecting  the  bonds  to  taxation  to  the  extent  deter- 
mined upon  in  connection  with  this  issue,  the  authorities  of  the  govem- 
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ment  necessarily  rendered  them  somewhat  less  attractive  to  persons  of 
very  large  income  desirous  of  escaping  the  super-tax.  Again,  the  wide 
distribution  given  to  the  bonds  and  the  presence  of  small  subscribers  in 
very  large  numbers  imply  the  necessity  for  a  very  substantial  amount 
of  aid  in  the  form  of  loans  extended  by  the  banks  to  persons  who  desire 
to  pay  for  the  bonds  out  of  current  income.  Until  a  reasonable  amount 
of  time  has  been  allowed  for  the  pa3dng  off  of  these  loans,  the  banks 
cannot  expect  to  free  themselves  completely  of  this  responsibility.  The 
very  great  oversubscription  and  the  wide  distribution  show  conclusively 
that  the  saving  and  purchasing  power  of  the  community  is  much  greater 
than  had  been  expected,  and  that  the  nation  at  large  possesses  a  power 
of  absorbing  securities  which  promises  well  for  the  success  of  the  future 
government  financing,  heavy  as  it  must  be. 

On  the  other  hand,  developments  accompanying  the  loan  suggest 
strongly  the  price  that  must  be  paid  for  this  success.    Severe  declines 
in  the  market  for  securities  have  shown  that  even  with  great  activity 
and  prosperity  on  the  part  of  basic  industries  they  cannot  maintain  the 
^  selling  values  of  their  shares  and  bonds  in  the  face  of  a  general  with- 

drawal of  purchasing  power.    The  government's  lending  operations,  in 
?  fact,  have  resulted  in  a  withdrawal  of  such  purchasing  power  to  an 

^  extent  that  almost  imavoidably  disturbs  the  investment  market  necessary 

^  for  the  maintenance  of  normal  prices  for  ordinary  securities.    This 

^  condition  of  affairs  is  not  one  that  need  cause  alarm  in  its  purely  specula- 

^  tive  aspect,  but  is  of  more  serious  moment  from  two  standpoints — that 

»i  of  the  savings  banks  and  other  institutions  that  have  purchased  these 

mt)  securities  at  what  was  supposed  to  be  normal  prices,  but  which  now 

^  find  the  value  of  their  investments  very  greatly  lowered;  and  that  of  the 

^  concerns  themselves,  which,  if  compelled  to  re-finance  or  to  seek  new 

%  capital  for  current  enq)loyment,  will  find  themselves  obliged  either  to 

^  pay  abnormally  high  rates  of  interest  or  to  submit  to  a  discount  on  their 

^^  securities,  which  would  be  equivalent  to  the  same  thing.    This  b 

:i^  perhaps  the  most  serious  aspect  of  the  financial  situation  brought  about 

id  by  government  borrowing,  and  is  of  course  unavoidable  if  it  be  granted 

lis  that  the  supply  of  capital  available  in  the  market  at  any  given  time  is 

300  limited,  so  that  some  purposes  must  be  sacrificed  in  order  to  attain  the 

l^  success  of  others  whose  character  is  more  necessary  to  the  community. 

js  CONTROL  OF  FOREIGN  EXCHANGE 

er-  In  accordance  with  the  powers  granted  in  the  so-called  trading 

(D-  with  the  enemy  act  (which  became  law  on  October  6)  the  President, 
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on  November  28,  issued  executive  instructions  transferring  to  the 
Federal  Reserve  Board,  under  supervision  of  the  Treasury  Department, 
the  oversight  and  control  of  foreign  exchange  transactions.  This, 
combined  with  the  oversight  of  gold  movements  already  intrusted  to  the 
Federal  Reserve  Board  on  behalf  of  the  Treasury,  gives  to  that  organiza- 
tion a  very  broad  power  of  controlling  the  foreign  pa3rments  of  the 
United  States.  Sudi  power  is  of  course  closely  entwined  with,  and 
dependent  upon,  the  control  of  the  movement  of  merchandise  exercised 
under  present  conditions  by  the  War  Trade  Board,  but,  taken  in  con- 
jimction  with  the  powers  of  the  latter,  it  affords  an  almost  absolute 
authority  over  foreign  commerce.  Rdations  with  the  belligerent 
coimtries  of  Europe  are  already  practically  upon  a  government-controlled 
basis  by  reason  of  the  fact  that  the  United  States  government  is  furnish- 
ing the  means  with  which  to  finance  the  movement  of  the  supplies  and 
munitions  required  in  the  conduct  of  the  war.  Exchange  relations  with 
Eiuropean  neutrals  are  practically  under  war  restricti<Hi  and  control 
because  of  the  business  connections  existing  between  those  nations 
and  Germany.  This  confines  the  r^ulation  of  foreign  exchange  in  any 
active  sense  largely  to  South  America  and  the  Orient 

As  matters  have  developed  since  the  coming  on  of  the  war,  the  United 
States,  although  having  a  large  favorable  balance  of  trade  as  against  the 
rest  of  the  world,  finds  itself  subject  to  an  imfavorable  trade  balance 
with  respect  to  foreign  neutral  nations.    This  unfavorable  balance 
would,  in  ordinary  times,  be  cleared  or  offset  against  the  favorable 
balances  derived  from  trade  with  other  countries,  only  a  net  balance 
remaining  to  be  adjusted.    The  artificial  restrictions  upon,  and  inter- 
ferences with,  trade  growing  out  of  the  present  war  have,  however, 
greatiy  changed  this  condition  of  affairs,  so  that  balances  with  each 
coimtry  have  to  be  dealt  with  practically  upon  an  independent  basis. 
The  main  purpose  of  such  control  of  foreign  exchange  is  to  provide  a 
means  of  making  payment  at  a  reasonable  rate  for  goods  imported  to  the 
United  States.    This  purpose,  if  it  is  to  avoid  the  shipment  of  gold  in 
payment  for  such  goods,  implies  the  adjustment  of  imports  and  exports 
so  as  to  avoid  the  growth  of  a  large  balance  imfavorable  to  the  United 
States,  the  only  possible  alternative  thereto  being  an  arrangement 
whereby  foreign  countries  would  accept  payments  either  in  their  own 
securities  held  by  American  citizens  or  in  obligations  of  the  United 
States  or  its  domestic  enterprises. 

Probably  less  has  hitherto  been  known  about  the  details  of  the 
foreign  exchange  operations  of  American  banks  and  banking  houses 
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than  about  those  of  any  other  country,  and  this  has  been  particularly 
true  since  the  opening  of  the  present  war.  The  S3rstem  of  inspection  and 
licensing  now  to  be  put  into  effect  will,  however,  provide  new  data  of  a 
kind  not  heretofore  available  and  will  render  the  problem  considerably 
simpler  than  it  now  appears  on  the  surface.  The  so-called  depreciation 
of  the  American  dollar  in  foreign  markets,  notwithstanding  that  in  some 
of  these  very  markets  there  is  a  debtor  balance  to  the  United  States,  is 
likely  to  continue  to  exist  as  long  as  the  present  artificial  parity  of 
relationship  between  the  American  dollar  and  the  British  pound  sterling 
is  maintained,  as  it  now  has  been  for  son^e  two  years  past.  This  situa- 
tion makes  the  possible  direct  results  to  be  expected  from  the  proposed 
control  of  foreign  exchange  probably  less  striking  and  conclusive  than 
they  would  otherwise  be.  Tlie  success  to  be  had  will  itself  depend  very 
largely  upon  the  actual  requirements  for  necessary  raw  materials  that 
must  be  filled,  and  the  success  experienced  in  inducing  countries  from 
which  they  are  imported  to  take  an  equivalent  amount  of  goods  in 
payment. 

GROWTH  OF  FEDEHAL  RESERVE  SYSTEM 

The  movement  of  state-chartered  institutions  into  the  Federal 
Reserve  System,  which  had  already  assumed  considerable  proportions 
during  the  month  of  October,  has  continued  during  November  and  now 
seems  likely  to  be  maintained  imtil  practically  all  of  the  larger  state 
banks  and  trust  companies  of  the  coimtry  have  entered  the  system. 
At  the  dose  of  November  the  total  capital  and  surplus  of  the  176  state 
member  banks  is  announced  as  $427,000,000  and  their  total  assets  as 
$4,275,000,000.  An  analysis  of  the  new  membership  throws  some 
interesting  light  upon  the  attitude  of  the  state  banks  toward  the  S3rstem. 

The  trust  companies  and  larger  institutions  of  the  states,  many  of 
which  have  lately  enrolled,  are,  in  not  a  few  cases,  institutions  whose 
membership  is  quite  obviously  not  likely  to  be  of  direct  profit  to  them 
because  of  the  fact  that  their  business  does  not  involve  a  large  invest- 
ment in  paper  of  the  kinds  now  eligible  for  discount  On  the  other 
hand,  a  number  of  the  incoming  members  are  small  institutions  scattered 
over  the  country,  which  have  apparently  made  application  either 
because  of  a  desire  to  strengthen  the  S3rstem  in  a  time  of  national  neces- 
sity or  have  found  it  to  their  interest  as  a  matter  of  local  prestige  to 
obtain  membership.  While  these  institutions  may  and  probably  will 
from  time  to  time  be  able  to  take  advantage  of  the  rediscoimt  privileges 
of  the  system,  it  may  be  doubted  how  far  they  can  steadily  and  con- 
sistently make  use  of  it  imless  they  modify  their  present  type  of  business. 
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The  question  is  thus  raised  whether  the  great  body  of  state  banks  is 
likely  to  be  brou^t  into  membershq)  as  a  result  (rf  the  movement  recently 
begun  in  that  direction,  and  whether  there  may  not  be  an  increasing 
pressure  of  demand  for  the  modification  of  the  sj^tem  in  such  a  way 
as  to  permit  of  the  discount  of  paper  of  the  classes  held  by  many  of  the 
state  banks  and  trust  comixinies. 

In  various  quarters  during  the  last  sessicm  of  Congress  the  latter 
suggestion  was  put  forward  and  it  was  then  urged  by  members  of  both 
Houses  that  the  Federal  Reserve  Act  be  modified  to  permit  the  redis- 
coimt  of  paper  based  upon  securities  of  various  kinds.  Bills  to  that 
effect  were  introduced;  and  this  pn9)08aly  idiile  mainly  in  the  interest 
of  the  financial  community  at  large,  has  an  inq)ortant  and  direct  bearing 
upon  the  question  of  membership,  since  it  has  alwa3rs  been  noted  by  the 
trust  companies  and  by  state  tenkers  generally  that  the  rigid  require- 
ments of  the  s)rstem  with  req)ect  to  the  discounting  of  liquid  paper 
considerably  limited  the  extent  to  which  state  institutions  could  e:q)ect 
to  take  advantage  of  it  This  seems  to  suggest  that  the  future  devekp> 
ment  of  the  Federal  Reserve  S3^tem  may  still  be  a  matter  for  very  serious 
consideration,  the  real  point  involved  being  the  maintenance  oi  its 
diaracter  as  a  strictly  liquid  commercial  banking  organization  requiriiig 
its  members  to  conform  their  business  to  its  rules  as  against  that  of  an 
instituticm  designed  partly  to  render  relief  or  aid  in  (^)erations  wfaidi 
thou^  desirable  and  necessary  industrially  might  or  mi^t  not  be  of  a 
liquid  commercial  character.  There  seems  to  be  no  reason  to  think  that 
this  question  must  be  diq)osed  of  in  the  immediate  future,  but  it  will 
quite  clearly  call  for  answer  in  one  way  or  another  before  the  Fedoial 
Reserve  S3rstem  attains  its  ultimate  development 
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Workmen^s  Compensation.    By  J.  E.  Rhodes,  II.    Macmillan, 

1917.    Pp.  225.    $1.50. 
LiabilUy  and  Compensation  Insurance.    By  Ralph  H.  Blanchard. 
D.  Appleton  &  Co.,  1917.    Pp.  286.    $2.00  net. 

These  two  volumes  constitute  an  important  and  timely  contribution 
to  the  history  of  workmen's  compensation  in  the  United  States.  A 
difference  in  the  aims  of  the  authors  causes  some  differences  in  the  rela- 
tive emphasis  given  to  various  phases  of  the  subject.  In  Workmen^ s 
Compensation^  Mr.  Rhodes  gives  ''a  brief  history  of  the  workmen's  com- 
pensation movement  in  this  coimtry,  and  an  outline  of  the  principles  on 
which  the  S3rstem  is  based/'  while  Mr.  Blanchard's  volume  deals  with 
the  subject  from  the  point  of  view  of  insurance.  Both,  however,  cover 
the  main  features  of  the  whole  subject 

Workmen^s  Compensation  is  divided  into  ten  chapters,  dealing, 
respectively,  with  "An  Introductory  Survey,"  "Industrial  Accidents  and 
Accident  Insurance,"  "The  European  Background,"  "Agitation  in  the 
United  States,"  "Early  Attempts  in  the  United  States,"  "The  Consti- 
tutionality of  Compensation  Lq^lation,"  "Compensation  Legislation  in 
the  United  States,"  "The  Insurance  of  the  Compensation  Obligation," 
"The  Administration  of  CQnq)ensation  Laws,"  and  "  Some  Social  Aspects 
of  Workmen's  Compensation."  In  the  appendixes  are  given  a  summary 
of  the  movement  in  New  York,  a  reprint  of  the  "Standards  for  Work- 
men's Con^)ensation  Laws"  of  the  American  Association  for  Labor 
Legislation,  and  an  excellent  digest  of  the  laws  in  force  at  the  end  of 
1916.  A  list  of  references  is  appended  to  each  chapter.  The  volume 
closes  with  an  unclassified  bibliography,  a  list  of  the  cases  dted  but 
without  references  to  the  official  reporter,  and  an  index. 

The  work  brings  together  valuable  material  from  a  number  of 
sources.  It  attempts  to  show  the  place  of  workmen's  compensation  in 
the  development  of  the  industrial  situation.  Therefore,  a  great  deal  of 
space  is  given  to  the  discussion  of  the  industrial  revolution,  to  various 
kinds  of  labor  l^islation,  to  methods  of  voluntary  insurance  against 
industrial  accidents,  and  to  the  whole  system  of  social  insurance.  The 
sections  dealing  specifically  with  workmen's  compensation  cover  the 
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history  of  the  movement,  the  l^islation  and  the  principles  on  which  it 
is  based,  constitutionality,  administration,  and  methods  of  insuring.  A 
general  view  of  the  whole  subject  is  presented. 

Mr.  Blanchard's  volume,  LiabUUy  and  Compensation  Insurance^ 
views  the  subject  from  a  particular  aspect.  The  work  is  divided  into 
three  parts.  Part  I,  "Industrial  Accidents  and  Their  Prevention," 
presents  briefly  and  clearly  the  facts  of  industrial  accidents  as  far  as 
we  have  statistics  on  them,  the  possibilities  of  accident  prevention,  and 
the  results  of  such  work.  Part  n  deals  with  "Employers'  Liability 
and  Workmen's  Compensation."  Here,  with  more  detail,  are  given  the 
common  law  of  employers'  liability,  a  criticism  of  the  S3rstem,  the  theory 
of  workmen's  compensation,  the  historical  development  in  Germany, 
England,  and  the  United  States.  The  chief  features  of  compensation 
legislation  in  this  country  are  then  presented  in  five  chapters,  and  a  final 
chapter  deals  with  the  constitutionality  of  the  legislation.  Part  lU, 
"Employers'  Liability  and  Workmen's  Compensation  Insurance,"  is  the 
especially  valuable  part  of  the  work.  The  principles  and  practices  of 
insurance  are  applied  to  workmen's  compensation  in  ten  chapters,  cover- 
ing the  following  subjects:  "The  Theory  of  Insurance  as  Applied  to 
Employers'  Liability  and  Workmen's  Compensation,"  "Methods  of 
Insurance,"  "The  Policy  Contract,"  "Manual  Premium  Rates,'* 
^' Merit  Rating,"  "Reserves,"  and  "Insurance  of  the  Catastrophe 
Hazard."  In  the  appendixes  are  given  the  New  York  workmen's  com- 
pensation law,  and  a  form  of  a  typical  policy  contract  The  work  closes 
with  an  index. 

The  rating  problem  presented  by  insurance  of  workmen's  tompensa- 
tion  obligations  is  clearly  presented,  the  methods  now  being  developed 
are  discussed,  criticisms  are  made  and  conclusions  are  drawn,  and 
references  are  given  to  the  best  authorities  on  the  problem.  In  the 
presentation  of  the  insurance  problem  an  important  and  timely  contri- 
bution has  been  made. 

Edith  S.  Gray 

University  of  Oeqcago       

Standards  of  American  Legislation.    An  Estimate  of  Restrictive  and 

Constructive  Factors.    By  Ernst  Freund.    University  of 

Chicago   Press,    1917.    Pp.    xx+317.    $1.50   net,   postage 

extra;  weight  i  lb.  10  oz. 

This  is  a  noteworthy  contribution  to  the  scientific  impiovem^it  of 

our  legal  system.    It  purports  to  be  an  essay  of  constructive  critidsni 
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rather  than  a  systematic  treatise.  The  book  should  appeal,  not  only 
to  lawyers  and  students  of  law,  but  to  teachers  and  students  of  political 
science,  constitutional  history,  sociology,  and  social  reform.  It  is  one 
of  those  rare  law  books  that  may  be  read  with  pleasure  and  profit  by  the 
intelligent  general  reader. 

Professor  Freund  is  a  pioneer  in  thb  field  and  in  his  method  of  attack. 
Perhaps  if  the  book  were  entitled  "Legislative  Policies  in  American 
Constitutions,  Statutes,  and  Common  Law,"  this  would  give  a  better 
idea  of  the  scope  of  the  discussion. 

The  treatment  of  the  various  topics  does  not  deal  in  glittering  gen- 
eralities but  is  replete  with  concrete,  specific,  and  illuminating  criticism. 
The  very  wealth  of  intieresting  detail  and  illustration  makes  it  somewhat 
difficult  at  times  to  follow  the  trend  and  sequence  of  the  discourse  in  its 
larger  outlines.  An  attempt  will  be  made  in  this  review  to  give  a  concise 
survey  of  the  book  as  a  whole. 

The  Introduction  shows  how  the  courts  have  read  legislative  poUdes 
as  to  economic  and  social  matters  into  that  indefinite  constitutional 
guaranty,  "due  process  of  law,"  and  suggests  an  inquiry  into  a  better 
basis  for  estimating  the  legitimacy  of  statutory  policies  with  reference 
to  individual  rights  other  than  precedent  and  implication  from  abstract 
formulas. 

Chapter  i  traces  the  historic  changes  of  l^islative  policy  with  refer- 
ence to  the  rights  of  personality,  freedom  of  thou^t  and  expression,  the 
repression  of  unthrif  t  and  dissipation,  the  protection  of  public  health 
and  safety.  The  last  part  of  this  chapter  gives  an  outline  of  the  modern 
growth  of  social  legislation  and  explains  the  hostile  and  suspicious  atti- 
tude of  the  courts  as  resistance  to  a  new  concept  of  state  functions  which 
may  prove  revolutionary  and  socialistic. 

Oiapter  ii,  on  "The  Common  Law  and  Public  Policy,"  points  out 
the  failure  of  the  coiurts  to  reckon  with  the  legislative  policy  involved  in 
their  decisions  and  their  effect  on  the  relations  of  the  different  classes  of 
the  community.  It  is  said  that "  the  common  law  must  be  charged  with 
having  too  much  justice  and  too  little  policy,"  i.e.,  too  little  regard  for 
social  interests.  It  is  the  task  of  modem  l^islation  to  redress  this 
individualistic  cast  and  give  expression  to  public  interests. 

Chapter  iii,  on  "The  Tasks  and  Hazards  of  Legislation,"  deals  with 
the  fimction  of  legislation  in  supplementing  and  correcting  common-law 
defects  in  such  matters  as  restraint  of  trade,  nuisance,  and  liquor  prohi- 
bition. It  also  deals  with  the  validity  of  l^islation  in  so  far  as  it  depends 
upon  doubtful  questions  of  fact  and  good  faith,  and  in  so  far  as  it 
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endeavors  to  enforce  c(»itested  and  immature  standards  of  social  and 
industrial  obligations.  The  author  dwells  on  the  n^lect  of  those, 
advocating  new  restrictions  or  requirements  to  substantiate  their  reforms 
by  demonstrated  facts  and  argimients.  Those  demanding  legislative 
interference  should  make  an  adequate  investigation  and  presentation  of 
the  evidence  on  which  intelligent  and  just  action  can  be  taken. 

Chapter  iv  deals  with  the  legislative  policies  embodied  in  American 
state  constitutions,  such  as  the  provisions  with  reference  to  banks,  rail- 
roads, and  corporations.  It  contains  an  interesting  estimate  of  the 
position  of  fundamental  rights  under  the  police  power,  and  brings  out 
the  point  that  indifference  is  the  dominating  attitude  toward  the  guar- 
anties of  individual  right,  owing  to  the  fact  that  they  have  proved  incon- 
venient obstacles  in  the  enforcement  of  social  policies  and  industrial 
reforms. 

Chapter  v,  "Judicial  Doctrines,"  deals,  for  the  most  part,  with  the 
historical  development  of  limitations  on  legislative  power  on  the  basis 
of  general  clauses,  such  as  "due  process."  The  author  concludes  that, 
although  the  courts  are  protecting  now,  in  the  name  of  due  process, 
traditional  economic  policies  and  not  merely  cardinal  or  immutable 
principles  of  justice,  there  is  no  danger  of  pennanent  hindrance  to 
legislative  progress,  but  rather  danger  of  inadequate  protection  for  the 
pdicy  of  individual  freedom. 

In  chapter  vi,  on  "The  Meaning  of  Principle  in  L^islation,"  the 
author  makes  perhaps  his  most  original  contributions  in  differentiating 
policy  and  principle  in  legislation.  "Principle"  he  conceives  as  certain 
guiding  ideals  or  rules  which  control  the  effectiveness  and  justice  oi  legis- 
lative commands  but  which  frequently  go  beyond  constitutional  require- 
ments. One  of  the  most  interesting  principles  of  legislation  which  the 
author  formulates  is  that  of  correlation,  by  which  he  means  the  joining 
of  essentially  correlative  rights  and  obligations.  Observance  of  this 
principle  would  mean  more  carefully  measured  justice.  Another  prin- 
ciple is  that  of  standardization  which  serves  to  advance  certain^, 
objectivity,  stability,  and  uniformity  of  law. 

In  the  final  chapter  on  "Constructive  Factors"  the  author  finds 
perhaps  the  greatest  hope  for  establishing  constructive  principles  of 
legislation  (as  contrasted  with  the  negative  restrictions  which  we  have 
at  present)  in  the  further  development  of  plans  that  have  already  been 
tried,  namely:  (i)  the  preparation  of  bills  by  special  legislative  com- 
missions; (2)  the  delegation  of  power  to  administrative  commissions; 
(3)  the  organization  of  drafting  bureaus;  and  (4)  the  codification  of 
standing  causes. 
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The  author  points  out  that  Amaican  law  schools  at  present  neglect 
the  legislative  point  of  view  and  should  give  special  courses  in  the  prob- 
lems of  legislation,  if  the  technical  difficulties  of  giving  such  courses  can 
be  overcome. 

H.  W.  Ballantine 

Urbana,  III.  

Retail  Buying.  By  Clifton  C.  Field.  Harper  Bros.,  191 7. 
Pp.  219.    $1.25. 

Two  sets  of  books  have  developed  in  the  field  of  economic  activity. 
One  of  these  has  been  academic  and  theoretical,  centering  about  value, 
distribution,  and  marginal  utility.  The  other  has  offered  detailed 
advice  on  the  best  way  to  make  a  sale.  The  former  failed  very  largely 
to  reach  the  "practical  business  man,"  but  flourished  like  the  biblical 
green  bay  tree  in  college  courses.  The  latter  found  no  standing  except 
among  business  men,  and  not  a  gteat  deal  there.  More  recently  a  new 
generation  of  business  books  has  arisen,  dealing  with  economic  problems 
in  a  way  imknown  and  probably  impossible  before. 

These  new  books  are  of  many  different  d^rees  of  excellence,  though 
one  and  all  have  the  same  purpose  in  view.  This  purpose  is  to  develop 
out  of  the  real  business  experience  of  "the  street"  certain  broadly 
applicable  principles  that  will  prove  helpful  to  other  business  men. 
Perhaps  too  much  stress  is  being  laid  upon  the  business  experience  of 
the  writers  of  these  books,  in  the  hope  that  a  large  experience  will  cover 
a  multitude  of  defects.  Nevertheless  there  is  no  den)dng  that  a  wealth 
of  new  material  is  thus  being  accumulated  on  many  phases  of  the  many- 
sided  problem  of  the  modem  business  man.  The  writers  have  gone 
pioneering  for  facts  and  have  performed  a  notable  service  by  blazing  the 
way  for  a  more  extended  and  mature  treatment. 

Such  a  book  is  Mr.  Clifton  C.  Field's  Reiail  Buying.  It  covers  a 
part  of  the  field  hitherto  neglected — the  equipment  and  practices  of  the 
buyer  of  merchandise.  The  author  declares  at  the  very  outset  the 
laudable  purpose  to  "provide  a  simple  and  readable  explanation  of  what 
is  best  today  in  buying  principles  and  practice."  As  in  so  many  other 
departments  of  business  activity  today,  it  is  desired  here  to  displace  the 
old-fashioned,  empirical,  "rule-of-thumb"  methods  with  scientific  prin- 
ciples. It  is  a  noble  ambition,  of  course,  though  one  is  rarely  deceived, 
by  a  mere  historical  description  or  by  an  emphatic  assertion  that  "  this 
is  the  best  way,"  into  believing  that  he  is  getting  the  real  stuff  of  business 
science.  Here  b  another  case  where  "knowledge  comes,  but  wisdom 
lingers." 


Digitized  by 


Google 


IOS4  JOURNAL  OP  POUTICAL  ECONOMY 

In  these  new  business  books  that  contain  much  valuable  new 
material,  one  must  forever  keep  in  mind  the  distinction  between  facts 
and  principles,  between  business  gossip  and  business  science.  "The  old 
adage  is ' Goods  well  bought  are  half  sold' "  (p.  i),  which  does  quite  well 
enough  for  good  business  advice,  but  is  not  business  science.  One 
swallow  does  not  make  a  summer,  nor  one  instance  establish  a  principle. 
Writers  of  the  new  business  books  do  not  alwa3rs  remember  this. 

RetaU  Buying  has  been  carefully  analyzed.  There  are  four  parts, 
dealing  respectively  with  "The  Merchant  as  a  Buyer,"  "Merchandise," 
"  Buying  Practice,"  and  "  Stock  Systems."  The  first  is  purely  introduc- 
tory; the  second  has  a  valuable  chapter  on  "Sources  of  Merchandise"; 
the  third  is  by  far  the  best  section,  containing  an  excellent  chapter  on 
"Determining  Qualities";  the  last  seems  considerably  detached  from 
the  rest  and  without  any  dose  logical  connection.  This  last  part  is 
covered  by  other  books  more  thoroughly  and  extensively.  It  is  especially 
difficult  to  see  how  "Instruction  to  Salespeople"  (chap,  xiii)  belongs  in 
a  book  that  piuports  to  be  a  scientific  treatment  of  retail  buying. 

The  style  is  matter  of  fact,  almost  laconic  There  is  an  element  of 
stiffness  and  blimtness  in  it  that  appears  to  arise  from  lack  of  practice 
in  writing.  The  discussion,  however,  is  clear  and  usually  simple. 
Heavy-faced  leads  have  been  set  in  at  every  change  of  topic,  like  per^ 
sistent  guideposts — perhaps  a  bit  too  persistent  for  the  complete  comfort 
of  the  wa3^arer.  The  cursory  reader,  however,  is  thus  enabled  the  more 
readily  to  find  the  topics  in  which  he  is  interested. 

The  real  contribution  in  this  book  is  to  be  found  in  Part  m,  entitled 
"Buying  Practice."  It  is  just  here  that  an  undeveloped  field  was 
entered.  No  one  has  written  satisfactorily  about  the  work  of  the  pur- 
chasing agent,  the  merchandise  buyer.  The  general  practice  and  the 
"  best "  practice  are  both  of  interest  and  suggestive.  A  far  more  extended 
"scientific"  treatment  of  the  "merchandising  plan"  would  do  a  good 
service  by  discussing  merchandising  stock  plans  from  a  "scientific" 
point  of  view. 

The  important  function  performed  by  the  merchandise  buyer,  the 
broad  training  and  experience  necessary,  are  clearly  presented.  With  a 
better  backgroimd  of  theory  the  writer  might  have  shown  what  a  factor 
for  business  control  an  expert  buyer  may  become,  how  far  he  partakes 
of  the  entrepreneurial  power.  Highly  developed  faculties,  foresight, 
keen  judgment,  and  the  ability  to  discern  long-time  issues  must  be  his. 
The  final  words  of  this  volume  are  interesting  in  this  connection:  "All 
of  this  discussion  leads  back  to  the  original  statement — ^that  the  function 
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of  a  buyer  as  a  merchant  is  to  buy  merchandise  according  to  a  mer- 
chandise plan,  to  sell  so  as  to  make  a  satisfactory  profit,  and  to  manipu- 
late his  purchases  so  as  to  secure  the  proper  number  of  turnovers  and 
leave  his  stock  in  good  condition  at  the  end  of  the  season.  This  is  a  big 
job  for  any  man,  for  merchandising  is  a  life's  work,  and  it  calls  for  the 
best  efforts  of  a  real  merchant.    Such  a  man  is  the  ideal  buyer.'' 

C.  S.  Duncan 
Tbs  UNivzssrrY  ot  CmcAoo 


Free   Speech  for   Radicals.    By   Theodoke    Schroeder.    Riverside, 

Conn.:  ^llacre  Bookhouse,  1916.    Pp.  viii-|-2o6. 

This  book  might  2q[>propriately  be  entitled  "Free  Speech  for  I.W.W.'s  and 
Anarchists,"  for  on  the  whole  it  imdertakes  the  defense  of  this  "most  despised 
of  all  classes."  In  general,  the  writer  treats  his  subject  in  a  dispassionate 
manner  and  the  book  makes  interesting  reading,  but  the  reader  frequently  is 
challenged  to  make  active  rejoinders  to  the  many  sweeping  conclusions.  In 
defending  the  ri^t  of  free  speech  the  author's  premise  would  be  stated  some- 
thing like  this:  free  speech  is  a  natural  right  guaranteed  by  the  Constitution; 
any  abridgment  of  the  right  is  an  abridgment  of  the  Constitution  and  there- 
fore wrong. 

The  implication  of  the  eighteenth-century  philosophy  is  obvious;  but  to 
go  to  his  d^nition  (p.  20):  "By  freedom  of  speech  I  do  not  mean  the  right  to 
agree  with  the  majority,  but  the  right  to  say  with  impimity  anjrthing  and 
everything  which  one  chooses  to  say  ....  including  even  treason  and 
assassination  ....  and  to  speak  it  with  impunity  so  long  as  no  actual  material 
injiuy  results  to  anyone,  and  when  it  results  ....  to  pimish  only  for  the 
contribution  to  that  material  injury  and  not  for  the  mere  speech  as  such." 

In  the  first  place,  the  Constitution  does  not  guarantee  the  right  to  everyone 
"to  say  with  impunity  an3rthing  and  everything  which  one  chooses";  this  is  a 
wrong  interpretation,  for  the  fimdamental  law  merely  restricts  the  conunon- 
wealths  from  passing  anti-free-^>eech  laws.  But  in  order  to  satisfy  his  own 
logic  Mr.  Schroeder  is  forced  to  conclude  that  it  is  wrong  to  punish  "free 
speech  as  such"  because  even  to  prefer  the  chaige  would  violate  the  Constitu- 
tion, even  though  crime  be  committed.  In  other  words,  the  Constitution 
protects  everyone  against  the  chaige  of  the  abuse  of  free  speech. 

In  the  second  place,  his  formula  attempting  a  definition  of  police-power 
administration  is,  to  say  the  least,  amateurish.  Does  he  mean  that  society 
must  await  "actual  material  injiuy"  before  imdertaking  self-protection? 
Evidently  this  is  the  idea,  for  on  another  page  (p.  88)  he  states:  "  Freedom  of 
speech  is  wrongfully  abridged  whenever  an  individual  is  suppressed  or  punished 
except  on  the  basis  of  an  ascertained,  actual,  and  material  injury  or  inmiinent 
danger  thereof."    The  reader  is  left  to  imagine  what  kind  of  order  would 
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prevail  under  such  a  regime.  The  added  burden  which  such  a  scheme  would 
impose  upon  the  already  overtaxed  police  force  in  keeping  down  crime  makes 
it  undesirable  as  a  reform  measure.  Furthermore,  if  established  in  one  case, 
why  not  in  all  cases  of  a  similar  nature,  such  as  the  carrying  of  concealed 
weapons,  attempted  assault,  or  even  the  incorporation  of  a  blackmail  trust  ? 

The  doctrine  throughout  leans  toward  extreme  liberty,  and  when  the 
author  argues  ''that  the  state  has  no  existence  except  as  a  few  fallible  office 
holders"  (p.  4),  and  that  the  government  "is  a  human  expedient  ....  sub- 
ject to  be  abolished  at  the  will  of  those  who  created  it,"  and  "that  the  legis- 
lature in  protecting  society  must  do  it  in  such  a  way  as  not  to  prevent  any  single 
or  social  or  personal  use  of  that  which  is  [merely]  dangerous"  (p.  113),  and 
that  "mere  preparation  such  as  might  be  useful  in  war,  or  in  resistance  to 
government  but  not  followed  by  actual  hostilities,  is  not  treason"  (p.  98),  we 
accuse  him  of  being  the  mere  tool  of  his  client,  if  not  an  active  member  of  the 
dan. 

In  much  the  same  vein  he  champions  the  right  of  freedom  of  the  press,  the 
disseminating  of  obscene  literature,  and  the  rights  of  personal  liberty;  and  in 
this  part  many  of  his  readers  would  advocate  suppression. 

Nearly  one-half  of  the  book  is  devoted  to  a  description  of  the  San  Diego 
free-speech  fight,  which  tells  of  the  many  inhumanities  committed  in  the  name 
of  law  and  order  over  the  free-speech  right.  It  is  far  from  the  facts  that 
intelligence  is  always  brought  to  the  solution  of  these  acute  crises  in  our  dvil 
experiences;  a  decided  change  is  needed  in  the  methods  used  to  suppress  anti- 
social demonstrations.  The  San  Diego  fight  over  free  speech  was  a  blot  on 
the  fair  name  of  the  nation;  and  a  more  constructive  policy  must  be  devised 
whereby  a  greater  freedom  of  utterance  than  now  exists  is  given  to  this  class 
if  the  anardhy  of  San  Diego  is  to  be  avoided.  No  doubt  one  of  the  greatest 
sources  of  social  imrest  and  bitterness  against  the  present  order  has  been  the 
attitude  of  the  police  toward  public  speaking.  The  man  who  gives  vent  to  his 
feelings  feels  relieved,  and  is  less  impelled  to  commit  violence  than  the  man  who 
broods  over  the  suppression  of  his  speech.  Mr.  Schroeder  therefore  concludes 
that  the  remedy  lies  in  removing  the  justification  and  necessity  for  terrorism 
by  establishing  entire  freedom  of  speech  and  of  the  press. 

Will  the  granting  of  extreme  liberty,  as  the  author  argues,  solve  the 
problem  ?  Will  this  remedy  the  situation  and  give  the  anarchists  what  they 
are  seeking  for  ?  The  reviewer  thinks  not.  Unhindered  speech  of  the  extreme 
type  means  the  advocacy  of  the  destruction  of  government — the  advocacy  of 
violent  means  to  that  end.  It  would  end  in  violence,  but  not  in  the  abolition 
of  government,  for  the  institution  is  founded  on  centuries-old  traditions  and 
obviously  fills  an  indispensable  function. 

So  long  as  law  and  order  and  the  institution  of  government  are  sanctioned 
by  society  as  contributory  to  progress,  just  so  long  will  it  resent  any  attempt  to 
overthrow  them;  those  who  run  counter  to  the  general  will  must  suffer  in  the 
contact. 
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Conservation  and  Economic  Theory.  By  Richard  T.  Ely.  Reprint 
from  Bulletin  No.  109,  January,  1916,  American  Institute  of  Mining 
Engineers.    New  York.    Pp.  211-26. 

Mr.  Ely  in  this  short  monograph  has  attempted  to  "outline  the  field  for 
the  economist  in  conservation."  As  it  would  require  a  pretentious  volume  to 
complete  the  theory  of  conservation,  Mr.  Ely  has  been  satisfied  to  give  it  here 
in  the  very  briefest  form.  The  outline  proper  is  divided  in  two  parts,  namely, 
Part  I,  "Conservation  Defined  and  Described,"  and  Part  11,  "Some  Economic 
Principles  of  Conservation."  Part  I  is  of  relatively  more  importance  as  a 
contribution  to  economic  literature,  for  the  latter  portion  in  the  main  merely 
restates  in  practically  the  old  form  the  economics  of  present  and  future  values 
as  they  apply  to  the  question  of  conservation,  and  adds  nothing  new  except 
perhaps  the  suggestion  that  the  practical  working  out  of  the  question  lies  in 
the  creation  of  a  conservation  commission. 

We  are  indebted  to  the  writer  for  the  following  definition  of  "conserva- 
tion" (p.  211): 

Narrowly  and  strictly  considered  it  means  preservation  in  unimpaired  efficiency 
of  the  resources  of  the  earth;  or  in  a  condition  so  neariy  unimpaired  as  the  nature 
of  the  case,  or  wise  exhaustion,  admits.  And  broadly  considered,  it  means  more  than 
the  word  itself  implies,  for  it  naturally  includes  an  examination  of  methods  hereby 
the  natural  inheritance  of  the  human  race  may  be  improved;  and  still  more  broadly 
considered  ....  it  includes  a  treatment  of  the  effects  of  productive  conservation 
measures  upon  distribution. 

Thus,  in  fine,  it  embraces  four  categories,  namely,  preservation  of  the 
natiu^  resources,  the  improvement  of  the  natural  inheritance  of  the  race,  i.e., 
increasing  their  efficiency,  social  production,  and,  lastly,  justice  in  distribution. 

Justice  in  the  distribution  process,  as  the  conservationist  sees  it,  consists 
in  checking  or  reducing  the  "private  receipt  of  property  or  income  beyond 
what  is  a  fair  return  to  capital  and  labor  and  enterprise  reserving  the  surplus 
for  public  use."  And  in  this,  we  are  informed,  is  the  central  idea  of  true  con- 
servation. Much  of  the  study  of  the  subject  belongs  in  the  realm  of  the  natural 
science,  but  as  the  end  is  hiunan  welfare,  the  former  becomes  submerged  in  the 
latter.  Conservation  as  synon3rmous  with  preservation,  emphasizes  the  present 
and  past  waste  of  natiu^  resources,  and  suggests  means  of  putting  a  stop  to 
the  waste;  the  main  problem  here  is  one  of  social  control,  "very  frequently 
taking  the  form  of  public  ownership  and  management."  Increasing  the  quali- 
tative and  quantitative  efficiency  of  the  present  resources  by  such  technical 
devices  as  reforestation,  impounding  of  water,  soil  conservation,  etc.,  is  only 
a  part  of  the  larger  conservation  concept;  it  emphasizes  the  technique  which 
at  times  aims  at  enriching  individuals  at  the  general  public  expense,  whereas, 
the  larger  meaning  embraces  the  distributive  problem  as  well  as  the  science 
problem.    Finally,  conservation  considered  in  the  light  of  social  production 
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is  largely  a  matter  of  the  institution  of  property  and  contract  and,  the  writer 
concludes,  ''we  cannot  make  much  progress  until  we  have  adopted  the  social 
theory  of  property  and  the  social  theory  of  contract." 


The   World   Decision.    By    Robert   Hessick.    Boston:    Houghton 

Mifflin  Co.,  1916.    8vo,  pp.  253.    $1 .  25. 

This  recent  addition  to  the  literature  of  the  present  war  may  be  described 
as  a  study  in  race  psychology  and  national  ideals.  The  author  q>ent  the 
greater  part  of  last  year  in  Itdy  and  France,  and  has  made  a  keen  study  of  the 
attitudes  of  the  Latin  peoples.  In  his  interpretation  of  the  present  struggle  he 
is  not  concerned  with  the  material  or  economic  phases  which  have  been  so 
much  emphasized  by  other  writers.  His  interest  lies  rather  in  the  ideab  and 
impulses  of  which  commercial  rivalry  or  military  operations  are  but  the  out- 
ward manifestations.  To  him  the  war  api>ears  as  a  conflict  of  ideab,  a 
struggle  between  two  opposed  traditions  of  civilization.  In  this  world-dash 
the  significant  thing  is  the  "spiritual  antagonism  between  the  Latin  and  the 
German,  between  the  two  visions  of  the  world  which  the  German  and  the 
Latin  imagine  and  seek  to  perpetuate"  (p.  5).  The  fact  that  the  Latin  forces 
engaged  possess  less  than  half  of  the  strength  of  the  allied  powers  does  not 
alter  the  author's  firm  conviction  that  the  question  at  issue  is  whether  the 
Latin  or  the  German  ideal  shall  dominate  and  assume  the  mental  and  ^iritual 
leadership  of  the  world. 

Mr.  Herrick  has  no  patience  with  those  who  would  condenm  all  wars  as 
brutal,  needless,  or  insane.  While  admitting  all  the  horror  and  suffering 
which  war  involves,  he  maintains  that  circumstances  may  arise,  and  do  arise, 
when  the  "pale  concept  of  internationalism"  cannot  be  e]q>ected  to  restrain 
the  passion  of  patriotism.  On  the  greater  issues  of  life  there  is  no  possible 
neutrality,  and  patriotism  is  simply  belief  in  an  ideal.  "Patriotism  is  the 
better  part  of  man,  his  ideal  of  life  woven  in  with  his  tissue.  Men  have  always 
fought  for  these  things— for  their  own  earth,  for  their  own  kind,  for  their  own 
ideal — and  they  will  continue  to  give  their  blood  for  them  as  long  as  they  are 
men,  until  wrong  and  unreason  and  aggression  are  effaced  from  the  earth" 
(p.  95).  

The  National  Budget  System.  By  Charles  Wallace  Collins.  New 
York:  Macmillan,  1917.  8vo,  pp.  vi+isi.  $1.25. 
The  author  has  attempted  to  present  in  this  small  volume  a  "simple  and 
durect  description  of  the  budget  system  and  its  relation  to  our  government 
suitable  to  be  put  into  the  hands  of  the  layman."  In  the  opinion  of  the  re- 
viewer the  attempt  has  been  successful 

After  a  brief  review  of  the  preparation,  ratification,  execution,  and  audit 
and  control  of  the  budget  in  Great  Britain,  France,  Germany,  Switzerland,  and 
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Japan,  Mr.  Collins  sets  forth  in  an  interesting  and  accurate  way  the  methods 
employed  by  our  federal  government.  These  methods  are  then  criticized  and 
the  executive  budget  proposed  as  a  substitute  for  them.  He  proposes  ''the 
preparation  and  submission  to  Congress  by  the  President  of  an  itemized  pro- 
gram for  the  government  for  the  coming  fiscal  year;  the  ratification  of  this 
program  by  Congress,  without  amendments  increasing  it  on  the  basis  of  the 
principle  of  executive  responsibility;  the  spending  of  the  money  by  the  execu- 
tive; the  audit  of  the  accounts  by  some  agency  independent  of  the  executive 
but  reporting  to  Congress,  and  the  approval  of  the  accounts  by  Congress."  In 
chap,  xi,  entitled  ''Constitutional  and  Legal  Questions  Involved,"  he  indicates 
in  detail  how  the  necessary  changes  might  be  made  without  amendment  of 
the  Constitution.  On  the  whole  the  argument  presented  is  excellent,  but  some 
of  the  difficulties  which  would  be  involved  under  our  present  system  of  federal 
government  are  passed  over  with  slight  or  no  consideration. 


The  Issue.    By  J.  W.  Headlam.    Boston:  Houghton  MifiSin  Co.,  1917. 
1 2mo,  pp.  vii+ 1 59.    $1 .  GO. 

This  book  is  really  an  answer  to  German  accusations  that  it  is  England 
who,  by  her  inmioderate  demands,  is  barring  the  way  to  peace  in  Europe — a 
peace  which  Germany  ofifers  and  has  a  number  of  times  suggested.  The 
attempt  is  made  to  prove  that  the  real  issue  of  the  war  is  German  desire  to 
dominate  all  Europe.  To  establish  his  point,  Mr.  Headlam  uses  statements  of 
German  origin  to  ^ow  the  basic  reason  why  all  suggestions  for  peace  that  have 
come  from  authoritative  German  sources  are  quite  imacceptable.  The  sources 
used  are  the  manifesto  of  the  six  industrial  associations  and  that  of  the  German 
professors,  statements  of  the  different  party  leaders,  utterances  of  the  Chan- 
cellor, and  the  written  works  of  Prince  von  Billow  and  Friedrich  Naumann. 

Germany  cannot  shift  upon  any  other  nation  the  blame  of  starting  the  war, 
says  Mr.  Headlam;  for  she  deliberately  defied  the  political  custom  of  Europe 
by  refusing  "  to  allow  the  other  powers  to  be  consulted  in  a  matter  which  had 
always  been  held  to  be  a  conmion  European  concern" — a  conflict  of  interests 
between  two  powers.  Therefore,  there  can  be  no  lasting  peace  before  Germany 
has  changed  her  attitude  and  realizes  that  no  one  nation  can  hope  to  carry  out 
her  will  against  the  united  opposition  of  practically  the  whole  of  Europe.  But 
peace  will  come  "when  Germany  has  learnt  the  lesson  of  the  war,  when  it  has 
found,  as  every  other  nation  has  had  to  learn,  that  the  voice  of  Europe  cannot 
be  defied  with  impunity." 

The  Minimum  Cost  of  Living.    By  Winifred  Stua&t  Gibbs.    New 
York:  Macmillan,  1917. 

This  study  varies  from  other  investigations  of  the  cost  of  living  in  families 
of  limited  income  in  New  York  City  in  that  the  principles  of  scientific  budget- 
making  have  been  applied  to  the  household  expenditures.    It  therefore  not 
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only  indicates  the  total  amount  required  to  satisfy  minimum  needs  and  the 
percentage  that  must  go  for  each  purpose  under  the  best  possible  use  of  the 
income,  but  also  suggests  some  of  the  possibilities  for  family  welfare  of  carefully 
planned  expenditure. 

The  experiment  was  carried  on  in  seventy-five  dependent  families  by  the 
Home  Economics  Staff  of  the  New  York  Association  for  Improving  the  Con- 
dition of  the  Poor.  The  plan  included  careful  estimates  of  minimum  require- 
ments, instruction  in  carrying  out  the  budget  planned,  lessons  in  cooking  and 
sewing.  The  ninety-three  pages  which  constitute  the  book  are  pretty  laigdy 
taken  up  by  detailed  records  of  the  seventy-five  expense  accounts,  the  seventy- 
five  dietaries,  etc.  The  comment  in  the  text  is  accordingly  quite  brief  and 
summary. 
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A  Manual  of  Style:   New  Fifth  Edition 

By  THE  Stafp  of  the  University  of  Chicago  Press 

The  increued  valoe  of  the  fifth  edition  will  be  evident  to  all  who  deeire  an  tathoritative  guide  on  questions  con- 
oeming  the  style  of  a  book  or  any  other  printed  matter.  An  invaluable  handbook  for  winters»  editors,  teachers, 
librarians,  ministers,  lawyers,  printers,  proofreaders,  etc. 

270  pages,  cloth;   $1.50,  postat$  extra  (veitht  itb.  6  o*.) 

Martm  Luther  and  the  Morning  Hour  in  Europe 

By  Frank  W.  Gunsaulus,  Pastor  of  Central  Church,  Chicago,  and  President  of  the  Armour 
Institute  of  Technology 

Coonnemoimting  the  four-hundredth  anniversary  of  the  beginning  of  the  German  Reformation. 
JO  fages,  paper;   as  <=0"^  (postpaid  28  cents) 

The  Gospel  of  John 

By  Edgar  J.  Goodspeed,  Professor  of  Biblical  and  Pa^tic  Greek,  the  University  of  Chicago 
A  careful  historical  study,  throwing  much  Hgbt  upon  the  authorriiip  and  purpose  of  the  gospel  of  John,  and  tlie 
part  whkh  it  played  in  the  thought  and  life  of  the  early  Christians. 

44  P4ges,  paper;  so  cents  postpaid  s*  <«nts) 

The  Papers  ci  the  Bibliographical  Society  of  America 

Vol.  XI,  Nos.  3-4.    July-October,  191 7 

Edited  by  Aksel  G.  S.  Josephson  of  the  John  Crerar  Memorial  Library 
74  P^^ifs,  paper;   $2.00  (postpaid  $2.04) 

Stellar  Parallaxes  Derived  from  Photographs  Made  with  the  40-lnch 
Refractor 

(Publications  of  the  Yerkes  Observatory,  Vol.  IV,  Part  I) 

By  Frederick  Slocum,  S.  Alfred  Mitchell,  Oliver  J.  tsE,  Alfred  H.  Joy,  aind  Georges 

Van  Biesbroeck 

74  pages  and  2  plates,  paper;   $t.so,  postage  extra  (veight  n  oz.) 

Contributions  from  Walker  Museum 

VoL  II,  No.  1.  The  Structure  and  Relationships  of  Diplocaulus 

By  HsEMAM  DouTBiTT,  Assistant  Professor  of  ZoOlogy,  the  Uuversity  of  Kansas 
42  pages  and  2  plates;  2S  cents  (postpaid  27  cenU) 
No.  2.  Labidoaaurus  Cope,  a  Lower  Permiaoi  Cotyloaaur  Reptfle  from  Tezaa 

Bv  Samuxl  W.  Willistom.  Professor  of  Vertebrate  Paleontology,  the  University  of 
Chicago 

16  pages,  paper;   2s  cents  (postpaid  28  cents) 
No.  3.  The  Pkylogeoy  wmI  ClaMificatioii  of  Reptiles 

By  SAinm.  W.  Wiluston,  Professor  of  Vertebrate  Paleontology,  the  Univcfrsity  of 
Chicago 

14  pages,  paper;  2S  cents  (postpaid  28  coiUs) 

TO  BE  PUBUSHED  IN  DECEMBER 

The  Life  of  Lieutenant  General  Chaffee 

By  William  Harding  Carter,  Major  General,  the  United  States  Array.    Commander  of  the 

Central  Department 

"General  Chaffee's  career  should  be  an  inspiration  to  every  young  man  whose  tastes  and  qualifications  suggest  the 

army  as  a  career."  .    ^  xti/^       '    ^^      >  .l     m         ^    , 

260  pages,  16  half  tone  inserts,  cloth;    $2. so,  postage  extra 

Publications  of  the  Members  of  the  University  of  Chicago,  1902-1916 

Compiled  on  the  Twenty-fifth  Anniversary  of  the  Foundation  of  the  University,  by  a 
Committee  of  the  Faculty 

S:6  pages,  cloth;    $i. so  (postpaid) 
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